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Scott  A.  Seacat 
Legislative  Auditor 


Room  160    State  Capitol  Building    PO  Box  201705  ■  Helena,  MT  59620-1705 
Phone  (406)  444-3122    FAX  (406)  444-9784  •  E-Mail  lad(a  mt.gov 


Legislative  Audit  Division 


Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  2006 


Public  Employees'  Retirement 
Board 

Department  of  Administration 

A  component  unit  of  the  state  of  Montana 


Members  of  the  audit  staff  involved  in  this  audit  were 

Jeane  Carstensen-Garrett,  Brenda  Kedish,  Delsi  Plummer,  and 

Sonia  Powell. 


Table  of  Contents 


Appointed  aiid  Adniimslrative  Officials iii 

Report  Summary S-1 

Introduction 1 

Introduction 1 

Background 1 

Defined  Benefit  Pension  Trust  Funds 2 

Defined  Contribution  Pension  Trust  Funds 2 

Prior  Audit  Recommendations 3 

Findings  and  Recommendations 5 

Three  Retirement  Systems  Actuarially  Unsound 5 

Investment  Reconciliation  Controls 9 

Independent  Auditor's  Report  &  Board  Financial  Statements,  Required  Supplementarv* 
Information,  and  Supplementary  Information A-1 

Independent  Auditor's  Report A-3 

The  Public  Employees'  Retirement  Board's  Management's  Discussion  and  Analysis, 
Financial  Statements,  Required  Supplementary  Information,  and  Supplementary 
Information 

Management's  Discussion  &  Analysis A-5 

Statement  of  Fiduciary  Net  Assets  - 

Pension  Trust  Funds  as  of  June  30,  2006  A-20 

Statement  of  Changes  in  Fiduciary  Net  Assets  - 
Pension  Trust  Funds  for  the  Fiscal  Year  Ended 
June  30,  2006 A-22 

Notes  to  the  Financial  Statements  for  the  Fiscal  Year  Ended 

June  30,  2006 A-24 

Schedule  of  Funding  Progress A-68 

Schedule  of  Employer  Contributions  &  Other 

Contributing  Entities A-70 

Notes  to  the  Required  Supplementary  Information A-72 

Schedule  of  Administrative  Expenses 

Year  Ended  June  30,  2006 A-75 

Schedule  of  Investment  Expenses 

Year  Ended  June  30,  2006 A-76 

Schedule  of  Consultants 

Year  Ended  June  30,  2006 A-77 


Page : 


Table  of  Contents 


Detail  of  Fiduciary  Net  Assets  (PERS-DBRP  and  PERS-DBEd) 

as  of  June  30,  2006 A-78 

Detail  of  Changes  in  Fiduciary  Net  Assets  (PERS-DBRP  and 
PERS-DBEd)  for  the  Fiscal  Year  Ended  June  30,  2006 A-79 

Detail  of  Fiduciary  Net  Assets  (PERS-DCRP,  PERS-DCEd  and 
PERS-DC  Disability)  as  of  June  30,  2006 A-80 

Detail  of  Changes  in  Fiduciary  Net  Assets  (PERS-DCRP, 

PERS-DCEd  and  PERS-DC  Disability) 

for  the  Fiscal  Year  Ended  June  30,  2006 A-80 

Board  Response B-1 

Public  Employees'  Retirement  Board B-3 


Page  ii 


Appointed  and  Administrative  Officials 


Public  Employees' 

Term 

Retirement  Board 

Expires 

Carole  Carey,  President 

Ekalaka 

3/31/07 

John  Paull,  Vice  President 

Butte 

3/31/10 

Robert  Griffith 

Helena 

3/31/08 

N.  Jay  Klawon 

Hamilton 

3/31/09 

Troy  McGee 

Helena 

3/31/08 

Elizabeth  Nedrow 

Billings 

3/31/11 

Terrence  Smith 

Big  Sky 

3/31/09 

Administrative  Officials 


Roxanne  Minnehan,  Executive  Director 

Kim  Flatow,  Member  Services  Bureau  Chief 

Barbara  Quinn,  Fiscal  Services  Bureau  Chief 

Kathy  Samson,  Defined  Contribution  Plans  &  Educational  Services 
Bureau  Chief 


For  additional  information  concerning  the  Montana  Public 
Employees'  Retirement  Board,  contact: 

Roxanne  Minnehan,  Executive  Director 

100  North  Park  Avenue,  Suite  200 

PO  Box  200131 

Helena  MT  59620-0131 

(406)444-3154 

e-mail:  rminnehan@mt.gov 


Page  iii 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

IVIontana  State  Library 


http://www.archive.org/details/publicemployeesr2006mont 


Report  Summary 


Public  Employees'  This  report  contains  the  results  of  our  financial-compliance  audit  of 

Retirement  Board  the  Public  Employees'  Retirement  Board  (PERB)  for  the  two  fiscal 

years  ended  June  30,  2006.  We  issued  an  unqualified  opinion  on  the 
financial  statements  for  the  fiscal  year  ended  June  30,  2006.  This 
means  the  reader  can  rely  on  the  financial  information  presented. 
The  financial  audit  of  the  PERB  for  the  fiscal  year  ended 
June  30,  2005,  was  issued  in  a  separate  report  (05-08). 

Montana  Pubhc  Employee  Retirement  Administration  (MPERA) 
personnel  prepared  PERB  fmancial  statements  from  the  Statewide 
Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS) 
with  adjustment.  Adjustments  are  made  to  accurately  present 
fmancial  activity. 

The  financial-compliance  audit  report  for  the  two  fiscal  years  ended 
June  30,  2004,  contained  four  recommendations  to  the  PERB.  The 
recommendations  addressed  seeking  legislation  to  actuarially  fund 
three  of  the  retirement  systems,  compliance  with  the  constitutional 
requirement  prohibiting  diversion  of  assets,  laws  governing  PERS 
Defined  Contribution  Retirement  Plan  (DCRP)  contribution  transfers 
and  allocations,  and  investment  reconciliation  controls.  We 
determined  the  PERB  implemented  three  of  the  recommendations 
and  partially  implemented  one.  The  recommendation  partially 
implemented  is  related  to  investment  reconciliation  controls  and  is 
discussed  on  page  9. 

During  our  financial-compliance  audit  for  the  two  fiscal  years  ended 
June  30,  2006,  we  also  reviewed  the  prior  audit  recommendation 
fi-om  the  fiscal  year  2004-05  financial  audit  and  determined  the 
recommendation  was  not  implemented  as  discussed  on  page  5  of  this 
report. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  board's  response 
thereto,  and  a  reference  to  the  supporting  comments. 
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Recommendation  #1  We  recommend  legislation  be  enacted  for  flinding  changes 

to  ensure  the  PERS-DBRP,  SRS,  and  GWPORS  are  funded 
on  an  actuarially  sound  basis,  as  required  by  the  Montana 
Constitution  and  state  law 9 

Board  Response:  Concur.  See  page  B-3 

Recommendation  #2  We  recommend  the  PERB  reconcile  the  PERS-DCRP  and 

457  plans  external  investment  reports  to  SABHRS  and 
resolve  all  differences 10 


Board  Response:  Concur.  See  page  B-4. 
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Introduction  We  performed  a  financial-compliance  audit  of  the  Public 

Employees'  Retirement  Board  (PERB)  for  the  two  fiscal  years  ended 
June  30,  2006.  The  objectives  of  our  audit  were  to: 

1 .  Determine  if  PERB  complied  with  applicable  laws  and 

regulations. 

2.  Obtain  an  understanding  of  PERB's  control  systems  and,  if 
appropriate,  make  recommendations  for  improvement  in  internal 
and  management  controls  of  the  PERB. 

3.  Determine  if  PERB's  financial  statements  fairly  present  the 
results  of  operations  for  the  fiscal  year  ended  June  30,  2006. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 


Our  financial  audit  of  the  PERB's  financial  statements  for  the  fiscal 
year  ended  June  30,  2005,  was  issued  in  a  separate  report  in 
November  2005  (05-08). 

Montana  Public  Employees'  Retirement  Administration  (MPERA) 
prepares  PERB's  financial  statements  firom  the  Statewide 
Accounting,  Budgeting,  and  Human  Resources  System  (SABHRS) 
with  adjustment.  Adjustments  are  made  to  accurately  present 
financial  activity  to  the  readers  of  the  statements. 

This  report  contains  two  recommendations.  Other  areas,  if  any,  of 
concern  deemed  not  to  have  a  significant  effect  on  the  successful 
operation  of  PERB  are  not  specifically  included  in  the  report,  but 
have  been  discussed  with  management.  In  accordance  with  section 
5-13-307,  MCA,  we  analyzed  the  cost  of  implementing  the 
recommendations  contained  in  this  report  and  determined 
recommendation  #1  was  significant  and  is  discussed  in  the  report 
section  on  page  5. 


Background  The  PERB  is  a  component  unit  of  the  state  of  Montana.  A 

component  unit  is  a  legally  separate  organization  for  which  the  state 
of  Montana  is  financially  accountable.  The  PERB  has  exclusive 
control  of  the  fiinds  of  eight  retirement  systems,  including  the 
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Defined  Benefit  Pension 
Trust  Funds 


Volunteer  Firefighters'  Compensation  Act,  as  well  as  the 
Section  457  Deferred  Compensation  Plan.  The  PERB  governs 
MPERA,  which  is  responsible  for  daily  administration  of  the 
retirement  systems.  The  governor  appoints  the  seven  board  members 
to  five-year  terms. 

PERB  manages  the  activities  of  the  following  defined  benefit 
pension  trust  funds: 


►  Public  Employees'  Retirement  System-Defmed  Benefit 
Retirement  Plan  (PERS-DBRP) 

►  Judges'  Retirement  System  (JRS) 

►  Highway  Patrol  Officers'  Retirement  System  (HPORS) 

►  Sheriffs'  Retirement  System  (SRS) 

►  Game  Wardens'  and  Peace  Officers'  Retirement  System 
(GWPORS) 

►  Municipal  Police  Officers'  Retirement  System  (MPORS) 

►  Firefighters'  Unified  Retirement  System  (FURS) 

►  Volunteer  Firefighters'  Compensation  Act  (VFCA) 

These  funds  provide  pension,  disability,  and  death  benefits  to  eligible 
members.  The  monthly  benefits  are  based  on  years  of  service  and 
salary  levels  while  still  employed.  The  Volunteer  Firefighters' 
Compensation  Act  provides  pension,  disability,  and  death  benefits  to 
volunteer  firefighters  who  are  members  of  eligible  Montana 
volunteer  fire  companies.  Monthly  benefits  are  based  on  years  of 
service. 


Defined  Contribution 
Pension  Trust  Funds 


PERB  manages  the  activities  of  the  following  defined  contribution 
pension  trust  funds: 


►  Public  Employees'  Retirement  System-Defined  Contribution 
Retirement  Plan  (PERS-DCRP) 

►  Section  457  Deferred  Compensation  Plan  (457  Plan) 
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The  PERS-DCRP  holds  the  PERS  contributions  attributable  to  the 
employee  and  allows  the  employee  to  invest  the  contributions  at  his 
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or  her  discretion,  within  approved  investments.  The  457  Plan  allows 
employees  to  set  aside  a  portion  of  their  salary  each  payday  toward 
retirement  while  deferring  state  and  federal  income  taxes  until  future 
years.  Employees  participating  in  these  two  plans  have  two 
investment  options; 

►  the  fixed  option,  which  guarantees  both  principal  (contributions) 
and  a  pre-established  quarterly  rate  of  earnings; 

►  the  variable  option,  which  consists  of  numerous  mutual  funds. 

Participating  employees  are  allowed  to  invest  in  both  the  fixed  and 
variable  options.  Those  participating  in  the  variable  option  may 
invest  in  as  many  offered  funds  as  desired. 

Withdrawal  of  deferred  compensation  fimds  is  only  available  to 
employees  upon  separation  from  service,  retirement,  death,  or  upon 
an  unforeseeable  emergency  meeting  IRS-specified  criteria  while 
still  employed.  Withdrawals  from  PERS-DCRP  are  available  upon 
termination  of  a  PERS  covered  position. 

Prior  Audit  The  financial-compliance  audit  report  for  the  two  fiscal  years  ended 

Recommendations  June  30,  2004,  contained  four  recommendations  to  the  PERB.  The 

recommendations  addressed  seeking  legislation  to  actuarially  fiind 
three  of  the  systems,  compliance  with  the  constitutional  requirement 
prohibiting  diversion  of  assets,  laws  governing  PERS-DCRP 
contribution  transfers  and  allocations,  and  investment  reconciliation 
controls.  We  determined  the  PERB  implemented  three  of  the 
recommendations  and  partially  implemented  one.  The 
recommendation  partially  implemented  is  related  to  investment 
reconciliation  controls  and  is  discussed  on  page  9. 

During  our  financial-compliance  audit  for  the  two  fiscal  years  ended 
June  30,  2006,  we  also  reviewed  the  prior  audit  recommendation  from 
the  2004-05  financial  audit  and  determined  the  recommendation  was 
not  implemented  as  discussed  on  page  5  of  this  report. 
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Findings  and  Recommendations 


Three  Retirement  Systems  The  Public  Employees'  Retirement  System  -  Defined  Benefit 

Actuarially  Unsound  Retirement  Plan  (PERS-DBRP),  Sheriffs'  Retirement  System 

(SRS),  and  Game  Wardens'  and  Police  Officers'  Retirement 
System  (GWTORS),  continue  to  be  actuarially  unsound,  based 
on  the  June  30,  2006,  actuarial  valuations. 

As  part  of  our  prior  audit,  we  recommended  that  legislation  be 
enacted  for  funding  changes  to  ensure  the  PERS-DBRP,  SRS,  and 
GWFORS  are  funded  on  an  actuarially  sound  basis,  as  required  by 
Article  VIII,  Section  15  of  the  Montana  Constitution.  A  defined 
benefit  retirement  system  is  defined  in  state  law  as  being  actuarially 
sound  when  its  contributions  are  sufficient  to  pay  full  actuarial  cost 
of  the  plan  over  a  period  of  up  to  30  years.  Based  on  the  actuarial 
valuation  dated  June  30,  2006,  the  above  systems  still  have  an 
Unfunded  Actuarial  Accrued  LiabiHty  (UAAL)  that  will  not  be 
amortized  over  a  30-year  period. 

The  current  maximum  UAAL  systems  are  able  to  pay  off  over  30 
years  are  as  follows:  PERS  $269.9  million,  GWPORS  S5.1  million, 
and  SRS  $(5.0)  million.  The  negative  $5  million  for  SRS  indicates 
that  the  current  employer  and  employee  contributions  do  not  cover 
the  current  costs  of  the  system. 

The  following  table  shows  the  current  UAAL,  based  on  the 

June  30,  2006,  actuarial  valuations,  and  years  to  amortize  the  UAAL. 
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Table  1 

Valuation  Date 

Unfu 

PERS-DBRP 

nded  Actuarial  Accrued  Lial 
(Expressed  in  Thousands) 

ailitv 

Years 

GWPORS 

Years 

Years 

SRS 

7/01/2000 

(251,540) 

30 

(26,002) 

30 

(5,544) 

30 

7/01/2002 

983 

0.1 

(16,965) 

30 

379 

* 

7/01/2004 

466,798 

* 

7,586 

* 

5,100 

45.9 

7/01/2005 

540,988 

* 

10,889 

* 

5,453 

49.5 

6/30/2006 

460,229 

+ 

8,838 

* 

5,370 

32.5 

0  Amounts  in  parentheses  indicates  no  unfunded  actuarial  accrued  liability. 

*  Does  not  amortize. 

Source:  Compiled  by  the  Legislative  Audit  Division  from  actuarial  reports. 

Based  on  the  June  30,  2006,  actuarial  valuation,  current  employer 
contribution  percentages  would  need  to  increase  by  the  following 
percentage  points  in  order  to  amortize  the  UAAL  within  a  30-year 
amortization  period: 


PERS-DBRP: 

SRS: 

GWPORS: 


1.01%;  from  6.9%  to  7.91% 

1 .84%;  from  9.535%  to  1 1 .375% 

.04%;  from  9%  to  9.04% 


The  actuary  continues  to  attribute  the  unfunded  liability  of  the 
systems  primarily  to  investment  returns  below  the  actuarial 
assumptions  of  eight  percent  for  the  three  systems. 

Because  the  vmderlying  calculations  in  the  actuarial  valuation  are 
long-term  in  nature,  for  actuarial  purposes  the  systems  smooth  out 
short-term  fluctuations  in  the  market  value  of  assets.  The  asset 
smoothing  method  recognizes  the  gains  or  losses  over  a  4-year 
period.  The  following  tables  depict  the  gain  or  losses  that  have  been, 
or  will  be,  recognized. 
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Table  2 

Montana  Public  Employee  Retirement  Adtninistration 

Schedule  of  Investment  Cain/jLoss)  Recognition  PKRS-DBRP 

(Expressed  in  Thousands) 


Fiscal 
Year 

Market  Value 
Investment 
Gain/(Loss) 

Over  Expected 

2003 

2004 

2005 

Investment 

Gain/(Loss) 

Recognition 

Current  Year 

2006 

2007 

2008 

2009 

1998 

179,839 

1999 

98,762 

2000 

(3,881) 

(970) 

2001 

(385,081) 

(96,270) 

(96,270) 

2002 

(425,030) 

(106,258) 

(106,258) 

(106,258) 

2003 

(38,134) 

(9,534) 

(9,534) 

(9,534) 

(9534) 

2004 

143,930 

35,983 

35,983 

35,983 

35,983 

2005 

1,317 

329 

329 

329 

329 

2006 

32,120 

8,030 

8,030 

8,030 

8,030 

2007 

* 

* 

* 

+ 

*Gain/(Loss)  not  yet  known. 

Source:  Compiled  by  the  Legislative  Audit  Division  from  MPERA  Personnel. 


Table  3 

Montana  Public  Employee  Retirement  Administration 

Schedule  of  Investment  GainALoss)  Recognition  SRS 

(Expressed  in  Thousands) 


Fiscal 
Year 

Market 

Value 

Investment 

Gain/(Los$) 

Over 

Expected 

2003 

2004 

2005 

Investment 

GainALoss) 

Recognition 

Current  \'ear 

2006 

2007 

2008 

2009 

1998 

7,935 

1999 

4,615 

2000 

(1,463) 

(366) 

2001 

(16,814) 

(4.204) 

(4.204) 

2002 

(19,133) 

(4.783) 

(4,783) 

(4,783) 

2003 

(1,121) 

(280) 

(280) 

(280) 

(280) 

2004 

6,435 

1,609 

1,609 

1,609 

1.609 

2005 

100 

25 

25 

25 

25 

2006 

1,342 

336 

336 

336 

336 

2007 

* 

* 

* 

* 

*  Gainj(Loss)  not  yet  known. 

Source:  Compiled  by  the  Legislative  .Audit  Division  from  MPERA  Personnel. 
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Table  4 
Montana  Public  Employee  Retirement  Administration 

iS 

Schedule  of  Investment  Gain/(Loss)  Recosnition  GWPOI 

(Expressed  in  Thousands) 

Fiscal 
Year 

Market 

Value 

Investment 

Gain/(Loss) 

Over 

Expected 

2003 

2004 

2005 

Investment 

Gain/(Loss) 

Recognition 

Current  Year 

2006 

2007 

2008 

2009 

1998 

2,038 

1999 

1,167 

2000 

(400) 

(100) 

2001 

(4,364) 

(1,091) 

(1,091) 

2002 

(5,323) 

(1,331) 

(1,331) 

(1,331) 

2003 

(179) 

(45) 

(45) 

(45) 

(45) 

2004 

1,941 

485 

485 

485 

485 

2005 

(82) 

(21) 

(21) 

(21) 

(21) 

2006 

275 

69 

69 

69 

69 

2007 

* 

* 

+ 

* 

*  Gain/(Loss)  not  yet  known. 

Source:  Compiled  by  the  Legislative  Audit  Division  from  MPERA  Personnel. 

PERB  did  seek  legislation  for  funding  changes  and  during  the  fiscal 
year  2005  special  session,  a  one-time  contribution  of  $25  million  was 
made  to  the  PERS-DBRP  plan  to  help  offset  the  Unfunded  Actuarial 
Accrued  Liability  (UAAL).  Although  this  contribution  helped 
reduce  the  UAAL  for  the  PERS-DBRP  system,  current  assets  remain 
insufficient  to  fund  the  UAAL  over  a  30-year  amortization  period, 
for  this  system,  as  well  as  the  SRS  and  GWPORS  systems. 

PERB  should  continue  to  work  with  the  legislature  to  adopt  and 
implement  a  funding  change  to  ensure  the  systems  are  funded  on  an 
actuarially  sound  basis,  in  order  to  comply  with  the  Montana 
Constitution  and  state  law. 
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Recommendation  #1 


We  recommend  legislation  be  enacted  for  funding  changes  to 
ensure  the  PERS-DBRP,  SRS,  and  GWPORS  are  funded  on  an 
actuarially  sound  basis,  as  required  by  the  Montana 
Constitution  and  state  law. 


Investment  Reconciliation 
Controls 


PERB  has  unreconciled  balances  identified  between  the  external 
investment  reports  and  balances  recorded  on  SABHRS  for  the 
defined  contribudon  plans  it  administers. 


PERB  contracts  with  external  investment  managers  and  plan 
administrators  to  invest  the  PERS-DCRP  and  457  plan  participant 
contributions.  Reports  are  provided  to  the  board  each  quarter 
showing  the  investment  earnings,  investment  fees,  contributions,  and 
withdrawals,  as  well  as  the  ending  balance  of  the  investments. 

As  part  of  our  audit,  we  reviewed  the  reconciliations  performed  by 
MPERA  staff.  The  reconciliations  identified  investments  for  the 
fixed  and  mutual  457  deferred  compensation  plans  differing  from 
SABHRS  by  approximately  S 1 0  million  and  investments  for  the 
PERS-DCRP  differed  from  SABHRS  by  $13,632.  We  found  that  the 
balance  in  the  Defined  Contribution  Fixed  Fund 
Appreciation/Depreciation  account,  as  of  June  30,  2006,  was 
understated  by  approximately  S6.5  million.  Staff  explained  that 
when  they  recorded  each  quarter's  activity,  they  erroneously  added 
the  totals  together,  rather  than  increasing  or  decreasing  the  previous 
quarter's  balance  to  obtain  the  cumulative  changes  shown  on  the 
report.  In  addition  to  this  error,  we  noted  the  costs  of  the 
investments,  as  shown  on  SABHRS,  were  approximately  S3. 5 
million  less  than  that  shown  on  the  external  reports.  MPERA  staff 
are  unsure  whether  the  costs  of  the  investments  are  correctly 
recorded  on  SABHRS. 

MPERA  staff  have  identified,  but  not  resolved  differences  in  these 
reconciliations  at  fiscal  years-end  2004,  2005,  and  2006.  Staff  stated 
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they  are  in  the  process  of  reviewing  prior  balances  to  determine  the 
reasons  for  the  differences  noted.  They  indicated  staff  turnover  has 
contributed  to  these  unresolved  differences.  As  of  October  27,  2006, 
PERB  has  not  resolved  these  discrepancies. 

An  effective  control  system  includes  a  timely  reconciliation  of  the 
investment  balances  on  the  accounting  system  to  the  external 
investment  reports. 


Recommendarion  #2 

We  recommend  the  PERB  reconcile  the  PERS-DCRP  and  457 

plans  external  investment  reports  to  SABHRS  and  resolve  all 

differences. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor                         /^^^^^^  Deputy  Legislative  Auditors: 

Tori  Hunthausen,                                                    f^^ti _Tf\ igntin  James  Gillett 

Chief  Deputy  Legislative  Auditor                         [^^^^^^^dv|  Jim  Pellegrini 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  audited  the  accompanying  Statement  of  Fiduciary  Net  Assets  -  Pension  Trust  Funds  of  the 
Public  Employees'  Retirement  Board,  a  component  unit  of  the  state  of  Montana,  as  of  June  30,  2006, 
and  the  related  Statement  of  Changes  in  Fiduciary  Net  Assets  -  Pension  Trust  Funds  for  the  year  ended 
June  30,  2006.  These  financial  statements  are  the  responsibility  of  the  Public  Employees'  Retirement 
Board.  Our  responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  auditing  standards  generally  accepted  in  the  United  States 
of  America.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  statements  are  fi-ee  of  material  misstatement.  An  audit  includes  examining, 
on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit 
also  includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a 
reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Public  Employees'  Retirement  Board  as  of  June  30,  2006,  and  the  changes  in 
fiduciary  net  assets  for  the  fiscal  year  then  ended,  in  conformity  with  accounting  principles  generally 
accepted  in  the  United  States  of  America. 

Management's  Discussion  and  Analysis,  the  Schedule  of  Funding  Progress,  and  the  Schedule  of 
Employer  Contributions  &  Other  Contributing  Entities  are  not  a  required  part  of  the  basic  financial 
statements  but  are  supplementary  information  required  by  the  Governmental  Accounting  Standards 
Board.  We  have  applied  certain  limited  procedures,  which  consisted  principally  of  inquiries  of 
management  regarding  the  methods  of  measurement  and  presentation  of  the  required  supplementary 
information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 


Room  160  •  State  Capitol  Building  •  PO  Box  201705  ■  Helena,  MI-  59620-1705 
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Our  audit  was  conducted  for  the  purpose  of  forming  an  opinion  on  the  basic  financial  statements  of  the 
Public  Employees'  Retirement  Board.  The  Schedules  of  Administrative  Expenses,  Investment 
Expenses,  and  Consultants;  the  Detail  of  Fiduciary  Net  Assets  (PERS-DBRP  and  PERS-DBEd)  and  the 
Detail  of  Fiduciary  Net  Assets  (PERS-DCRP,  PERS-DCEd  and  PERS-DC  Disability)  as  of  June  30, 
2006;  and  the  related  Detail  of  Changes  in  Fiduciary  Net  Assets  (PERS-DBRP  and  PERS-DBEd)  and 
the  Detail  of  Changes  in  Fiduciary  Net  Assets  (PERS-DCRP,  PERS-DCEd  and  PERS-DC  Disability) 
for  the  fiscal  year  then  ended  are  presented  for  purposes  of  additional  analysis  and  are  not  a  required 
part  of  the  fmancial  statements.  Such  information  has  been  subjected  to  the  auditing  procedures  applied 
in  the  audit  of  the  basic  financial  statements  and,  in  our  opinion,  is  fairly  stated  in  all  material  respects 
in  relation  to  the  basic  financial  statements  taken  as  a  whole. 

At  July  1,  2006,  three  systems,  Public  Employees'  (PERS-DBRP),  Game  Warden's  Peace  Officers' 
(GWPORS),  and  Sheriffs'  (SRS)  retirement  systems  were  not  actuarially  sound  with  an  Unfunded 
Actuarially  Accrued  Liability  (UAAL)  totaling  $460.2  million,  $5.3  miUion,  and  $8.8  million, 
respectively.  The  maximum  UAAL  to  comply  with  the  amortization  period  of  30  years  at  October  30, 
2006,  is  $269.9  million  for  PERS-DBRP,  $5.1  million  for  GWPORS,  and  $(5)  million  for  SRS.  The 
negative  $5  milhon  for  SRS  indicates  that  the  current  employer  and  employee  contributions  do  not 
cover  the  current  costs  of  the  system. 


Respectfully  submitted, 

James  Gillett,  CPA 

Deputy  Legislative  Auditor 
November  2,  2006 
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The  Public  Employees'  Retirement  Board's 

Management's  Discussion  and  Analysis, 

Financial  Statements,  Required  Supplementary 

Information,  and  Supplementary  Information 


Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Management's  Discussion  and  Analysis 


This  section  presents  mancigement  's  discussion  lunl  cnntlysis  of  the  Montami  Public  Employees  ' 
Retirement  Board's  financial  presentation  and  performance  of  die  pUms  administered  by  the 
Board  for  the  year  ending  June  30.  2006. 


Financial  Highlights 


♦  The  Montana  Public  Employees '  Retire- 
ment Board's  combined  total  net  assets  of 
the  defined  benefit  plans  increased  by 
$342.1  million  or  S.  7  percent  in  fiscal  year 
2006.  The  increase  was  primarily  due  to 
the  investment  income  in  each  of  the  plans 
and  the  52.^  million  lump  sum  received 
from  the  State  of  Montana  General  Fund. 

♦  The  Montana  Public  Employees '  Retire- 
ment Board's  defined  contribution  plans 
combined  total  net  assets  increased  by 
$15.3  million  or  3.8  percent  in  fiscal  year 
2006.  The  total  increase  in  Net  Assets  ^vas 
due  to  investment  income  and  contributions 
in  both  the  DCRP  and  the  457 plan. 

♦  Revenues  (additions  to  plan  net  assets)  for 
the  Board's  defined  benefit  plans  for  fiscal 
year  2006  nas  S556.1  million,  which  in- 
cludes member  and  employer  contributions 
of  $203.1  million  and  net  investment  in- 
come of  $352. 9  million. 

♦  Revenues  (additions  to  plan  net  assets)  for 
the  Board 's  defined  contribution  plans  for 
fiscal  year  2006  was  $29.4  million,  which 
includes  member  and  employer  contribu- 
tions of  $23. 7  million  and  net  investment 
income  of  $5. 7  million. 


♦  Expenses  (deductions  to  plan  net  assets) 
for  the  Board's  defined  benefit  plans  in- 
creased from  $200.5  million  in  fiscal  year 
2005  to  $214.0  million  in  f  seal  year  2006 
or  about  6.  7  percent.  The  increase  in  2006 
is  primarily  due  to  an  increase  in  total 
benefit  recipients  and  plan  expenses. 

♦  Expenses  (deductions  to  j)lan  net  assets) 
for  the  Board 's  defined  contribution  plans 
decreased  from  $1^.9  million  in  fiscal  year 
2005  to  $14.4  million  in  fiscal  year  2006  or 
about  23.6  percent.  The  decrease  in  ex- 
penses is  primarily  due  to  a  decrease  in 
distributions. 

♦  The  Montana  Public  Employees '  Retire- 
ment Board's  defined  benefit  plans  funding 
objective  is  to  meet  long-term  benefit  obli- 
gations. As  of  June  30.  2006,  the  date  of 
the  latest  actuarial  valuation,  three  of  the 
defined  benefit  plans  were  not  able  to  pay 
off  the  unfunded  liabilities  over  30  years  or 
less.  As  a  whole  the  plans  were  actuarially 
funded  at  an  average  of  86  percent.  It  is 
important  to  understand  this  measure  re- 
flects the  actuarial  value  of  the  defined 
benefit  plans  '  net  assets,  which  is  less  than 
the  actual  fair  value  published  in  the  finan- 
cial statements.  Investment  earnings  are 
critical  to  the  defined  benefit  plans  and  the 
market  decline  and  associated  investment 
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losses  in  fiscal  years  2001  and  2002  have 
had  major  impacts  on  the  plans  due  to  the 
smoothing  of  market  value  gains  and  losses 
over  four  years.  In  2005  the  last  part  of  the 
2002  investments  loss  was  recoi^nized.  The 
PERB  introduced  legislation  in  the  2005 
Legislative  Session;  however,  no  legisla- 
tion was  passed  to  correct  the  funding 
problem.  The  Public  Employees '  Retire- 
ment Board  is  committed  to  work  with  the 
2007  Montana  Legislature  to  resolve  the 
funding  issues  of  the  PERS.  GWPORS  and 
SRS. 

Overview  of  the  Financial  State- 
ments 

This  discussion  and  analysis  is  intended  to 
serve  as  an  introduction  to  the  PubHc  Em- 
ployees' Retirement  Board's  (PERB)  finan- 
cial reporting  which  is  comprised  of  the  fol- 
lowing components; 

(1)  Financial  Statements 

(2)  Notes  to  the  Financial  Statements 

(3)  Required  Supplementary  Infomiation 

Collectively,  this  infomiation  presents  the 
combined  net  assets  held  in  tiiist  for  pension 
benefits  for  each  of  the  plans  administered  by 
the  Public  Employees'  Retirement  Board  as 
of  June  30,  2006.  This  financial  information 
also  summarizes  the  combined  changes  in  net 
assets  held  in  trust  for  pension  benefits  for 
the  year  then  ended.  The  information  in  each 
of  these  components  is  briefly  summarized  as 
follows: 

(1)  Financial  Statements.  For  the  fiscal  year 
ended  June  30,  2006,  financial  state- 
ments are  presented  for  the  fiduciary 
fimds  administered  by  the  PERB.  Fiduci- 
ary funds  are  used  to  account  for  re- 
sources held  for  the  benefit  of  parties 
outside  of  the  PERB.  The  fiduciary  funds 


are  held  for  participants  m  eight  defined 
benefit  plans  and  two  defined  contribu- 
tion plans. 

•  The  Statement  of  Fiduciaiy  Net  Assets  is 
presented  for  the  pension  tioist  funds  at 
June  30,  2006.  These  financial  state- 
ments reflect  the  resources  available  to 
pay  benefits  to  retirees  and  beneficiaries, 
at  the  end  of  the  year  reported. 

•  The  Statement  of  Changes  in  Fiduciary 
Net  Assets  is  presented  for  the  pension 
trust  funds  for  the  year  ended  June  30, 
2006.  These  financial  statements  reflect 
the  changes  in  the  resources  available  to 
pay  benefits  to  retirees  and  beneficiaries, 
at  the  end  of  the  year  reported. 

(2)  Notes  to  the  Financial  Statements.  The 
Notes  to  the  Financial  Statements 
provide  additional  infomiation  that  is 
essential  for  a  full  understanding  of  the 
data  provided  in  the  financial  statements. 
The  information  in  the  Notes  to  the 
Financial  Statements  is  described  as 
follows: 

•  Note  A  provides  a  sunmiary  of 
significant  accounting  policies,  including 
the  basis  of  accounting,  capital  assets  and 
equipment  used  in  operations,  operating 
lease,  GASB  40  Disclosures,  methods 
used  to  value  investments,  suinmaries  of 
investment  vendors  and  other  significant 
accounting  policies  or  explanations. 

•  Note  B  provides  infonnation  about 
litigation. 

•  Note  C  describes  the  debt  obligation  of 
the  PERS-DCRP.  The  INTERCAP 
implementation  loan  for  the  PERS- 
DCRP  is  to  be  paid  back  over  fifteen 
years.  For  the  fiscal  year  ended  June  30, 
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2006,  the  MPORS  Defined  Benefit  fund 
received  a  $2,000  inter-entity  loan  from 
Department  of  Administration's  (DOA) 
General  fund.  This  loan  was  paid  in  full 
on  August  8,  2006. 

•  Note  D  describes  the  plans'  membership 
and  descriptions  of  the  plans 
administered  by  the  Public  Employees' 
Retirement  Board.  Summaries  of 
benefits  and  contribution  information  are 
also  provided. 

(3)  Required  Supplementary  Infomiation. 
The  required  supplementary  information 
consists  of  the  schedules  of  funding  pro- 
gress and  required  contributions  and  re- 
lated notes  concerning  actuarial  infomia- 
tion of  the  defined  benefit  pension  plans 
administered  by  the  PERB. 

Financial  Analysis  of  the 
Systems  -  Defined  Benefit  Plans 

Investments 

The  State  of  Montana  Board  of  Investments 
(BOI),  as  authorized  by  state  law,  invests  the 
defined  benefit  plans'  assets  in  investment 
pools.  Each  plan  owns  an  equity  position  in 
the  pools  and  receives  proportionate  invest- 
ment income  from  the  pool  in  accordance 
with  respective  ownership.  The  in\'estment 
pools  are:  Montana  Short  Tenn  Imestment 
Pool,  Montana  Domestic  Equity  Pool,  Retire- 
ment Fund  Bond  Pool,  Montana  International 
Pool  and  Montana  Private  Equity  Pool.  Each 
plan's  allocated  share  of  the  investment  in  the 
pools  is  shown  in  the  Statement  of  Fiduciary 
Net  Assets  of  the  plan.  Investment  gains  and 
losses  are  reported  in  the  Statement  of 
Changes  in  Fiduciary  Net  Assets. 


Defined  Benefit  Plans  Total 
Investments 

At  June  30.  2006,  the  PERB's  defined  benefit 
plans  held  total  investments  of  $4.1  billion, 
an  increase  of  S303  million  from  fiscal  year 
2005  investment  totals.  On  the  ne.xt  page  are 
the  schedules  of  Net  Assets  and  Changes  in 
Net  Assets  for  the  defined  benefit  plans. 

Analysis  of  Individual  Systems 

PERS-DBRP  and  Education 

The  FERS-DBRP  pruvulcs  retirement. 
Jiscibility,  and  death  benefits  for  covered  em- 
ployees of  the  State,  local  governments  and 
certain  employees  of  the  university  systems 
and  school  districts.  Member  and  employer 
contributions  and  earnings  on  investments 
fund  the  benefits  of  the  plan.  The  PERS- 
DBRP  and  the  Education  Fund  have  been 
combined  in  these  comparisons.  The  PERS- 
DBRP  net  assets  held  in  trust  for  benefits  at 
June  30,  2006  amounted  to  S3. 5  billion,  an 
increase  of  S278  million  (8.6  percent)  from 
S3.2  billion  at  June  30,  2005. 

Additions  to  the  PERS-DBRP  net  assets  held 
in  trust  for  benefits  include  employer,  mem- 
ber, and  state  contributions  and  investment 
income.  For  the  fiscal  year  ended  June  30, 
contributions  increased  to  SI 55.1  million  in 
fiscal  year  2006  from  S  127.8  million  in  fiscal 
year  2005,  an  increase  of  S27.3  million  (21.4 
percent).  Contributions  increased  due  to  in- 
creased salaries  being  reported  to  PERS.  The 
plan  recognized  net  investment  income  of 
S293.7  million  for  the  fiscal  year  ended  June 
30,  2006  compared  with  net  investment  in- 
come of  S245.0  million  for  the  fiscal  year 
ended  June  30,  2005.  The  increase  in  invest- 
ment income  is  due  to  greater  investment  re- 
turns. 
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Deductions  from  the  PERS-DBRP  net  assets 
held  in  tmst  for  benefits  primanly  include 
retirement  benefits,  refimds/distributions  and 
administrative  expenses.  For  fiscal  year  2006, 
benefits  amounted  to  $153.9  million,  an  in- 
crease of  $11.0  million  (7.8  percent)  from 
fiscal  year  2005.  The  increase  in  benefit  pay- 
ments was  due  to  the  increase  in  benefit  re- 
cipients and  the  increase  in  the  average  re- 
cipient's benefit  due  to  guaranteed  annual 


benefit  adjustment  (GABA).  For  fiscal  year 
2006,  refunds/distributions  amounted  to 
SI 3.3  million,  a  decrease  of  $356  thousand 
(2.6  percent)  from  fiscal  year  2005.  The  de- 
crease in  refunds/distributions  was  due  to  a 
decrease  in  number  of  refunds  and  the  aver- 
age amount  of  distributions.  For  fiscal  year 
2006,  the  costs  of  administering  the  plan's 
benetlts  amounted  to  $2.9  million,  an  in- 
crease of  $317  thousand  (12.4  percent)  from 


Fiduciary  Net  Ass 

As  of  June  30,  2006  -  am 

(dollars  in  thousands) 

Assets: 

Cash  and  Receivables 

Securities  Lending  Collateral 

Investments 

Property  and  Equipment 

Intangible  Assets 

ets  -  Defined  Benefit  Plans 

1  comparative  totals  for  June  30,  2005 

PERS                            JRS 
2006            2005           2006          2005 

HPORS 
2006          2005 

SRS 

2006          2005 

102,576 

67,426 

3,419,270 

103 

69,284 

140,880 

3,174,677 

1 

319 

1,627 

1,044 

51,067 

1 

1,399 

2,191 

47,140 

3 

2,320 

1,760 
86,474 

1 

2,191 

3,779 

81,601 

3 

5,820 

3,268 

159,936 

2 

3,953 
6,858 

147,565 

4 

Total  Assets 

Liabilities: 

Securities  Lending  Collateral 
Other  Payables 

3,589,375 

67,426 
966 

3,385,161 

140,880 
862 

53,739 

1,044 
7 

50,733 

2,191 

7 

90,555 

1,760 
27 

87,574 

3,779 
28 

169,026 

3,268 
89 

158,380 

6,858 
52 

Total  Liabilities 

68,392 

141,742 

1,051 

2,198 

1,787 

3,807 

3,357 

6,910 

Total  Net  Assets 

3,520,983 

3,243,419 

52,688 

48,535 

88,768 

83,767 

165,669 

151,470 

Changes  in  Fiduc 

For  the  year  ended  Jun 

(dollars  in  thousands) 

Additions: 

Contributions 
Investment  Income  (Loss) 

jary  Net  Assets  -  Defined  Benefit  Plans 

e  30,  2006  -  and  comparative  totals  for  June  30,  2005 

PERS                              JRS                           HPORS 
2006            2005            2006           2005           2006           2005 

SRS 
2006 

2005 

155,161 
293,679 

127,861 
244,976 

1,562 
4,344 

1,574 
3,640 

4,033 
7,453 

4,855 
6,353 

7,245 
13,566 

5,801 
11,381 

Total  Additions 

Deductions: 

Benefits 

Refunds/Distributions 
Administrative  Expenses 
Miscellaneous  Expenses 

448,840 

153,886 

13,322 

2,886 

1,248 

372,837 

142,789 

13,678 

2,569 

1,073 

5,906 

1,743 
12 

5,214 

1,624 
9 

11,486 

6,365 
90 
31 

11,208 

5,790 

230 

29 

20,811 

6,152 

383 

77 

17,182 

5,527 

634 

57 

Total  Deductions 

171,342 

160,109 

1,755 

1,633 

6,486 

6,049 

6,612 

6,218 

lncr/(Decr)  in  Net  Assets 

277,498 

212,728 

4,151 

3,581 

5,000 

5,159 

14,199 

10,964 

Prior  Period  Adjustments 

65 

13 

-1 

1 
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fiscal  year  20U5.  The  increase  in  administra- 
tive expenses  for  the  fiscal  year  2006  was 
mainly  due  to  personal  services  and  computer 
processing  costs. 

An  actuarial  \aluation  of  the  PERS-DBRP 
assets  and  benefit  obligations  is  usually  per- 
formed every  two  years.  An  additional  valua- 
tion v,as  performed  in  2005.  At  June  30, 
2006.  the  date  of  the  most  recent  acmarial 


valuation,  the  funded  status  of  the  plan  in- 
creased to  88  percent  from  85  percent  at  June 
30,  2005.  The  PERS-DBRP  actuarial  value  of 
assets  is  less  than  acmarial  liabilities  by 
S460.2  million  at  June  30.  2006.  compared 
with  S540.9  million  at  June  30,  2005.  The 
increase  in  funded  status  as  of  the  last  actuar- 
ial valuation  is  a  result  of  investment  reUims 
greater  than  the  actuarial  assumption  and  the 
S25   million   lump  sum  received     from  the 


GWPC 

)RS 
2005 

MPORS 
2006           2005 

FURS 

2006           2005 

VFCA 
2006           2005 

TOT; 

2005 

2006 

2006 

2,907 

1,158 

56,614 

2 

3,415 

2,296 

48,458 

4 

12,958 

3,349 

165,079 

1 

10,396 

7,083 

151,478 

4 

12,185 

3,189 

157,225 

1 

9,760 

6,725 

144,044 

4 

1,921 

464 

21,563 

3 

2,086 

922 

19,552 

5 

142,314 

81,658 

4,117,228 

114 

102,484 

170,734 

3,814,515 

1 

346 

60,681 

1,158 
58 

54,173 

2,296 

51 

181,387 

3,349 
66 

168,961 

7,083 
64 

172,600 

3,189 
56 

160,533 

6,725 
53 

23,951 

464 
46 

22,565 

922 

43 

4.341.314 

81,658 
1,315 

4,088,080 

170,734 

1,160 

1,216 

2,347 

3,415 

7,147 

3,245 

6,778 

510 

965 

82,973 

171,894 

59,465 

51,826 

177,972 

161,814 

169,355 

153,755 

23,441 

21,600 

4,258,341 

3,916,186 

GWPORS 
2006            2005 

MPORS 
2006            2005 

FURS 
2006 

2005 

VFCA 
2006 

2005 

TOTAL 
2006 

2005 

5,418 
4,594 

5,077 
3,696 

14,766        13,920 
14,091        11,708 

13,333 
13,409 

12,008 
11,141 

1,610 
1,853 

1,527 
1,550 

203,128 
352,989 

172,623 
294,445 

10,012 


8,773 


28,857       25,628 


26,742       23,149 


3,463         3,077 


1,835 

1,539 

12,032 

11,363 

11,040 

10,386 

490 

613 

599 

798 

46 

101 

49 

42 

68 

65 

58 

53 

1,564 

48 

11 


1,517 

47 

11 


556,117 


194,617 

14,930 

3,229 

1,259 


467,068 


180,535 

16,054 

2,871 

1,084 


2,374 

2,194 

12,699 

12,226 

11,144 

10,540 

1,623 

1,575 

214,035 

200,544 

7,638 

6.580 

16.158 

13,402 

15.598 

12.609 

1.840 

1.502 

342,082 

266.524 

1 

1 

1 

3 

65 

19 
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State  of  Montana  General  Fund  for  the  pur- 
pose of  reducing  the  unfunded  liability. 

JRS 

The  JRS  provides  retirement,  disability  and 
death  benefits  fur  all  Montana  judges  of  the 
district  courts,  justices  of  the  Supreme  Court 
and  the  Chief  Water  Judge.  Member  and 
employer  contributions  and  earnings  on 
investments  fund  the  benefits  of  the  plan.  The 
JRS  net  assets  held  in  trust  for  benefits  at 
June  30,  2006  amounted  to  $52.7  million,  an 
increase  of  $4.2  million  (8.6  percent)  from 
$48.5  million  at  June  30,  2005. 

Additions  to  the  JRS  net  assets  held  in  trust 
for  benefits  include  member  and  employer 
contributions  and  investment  income.  For  the 
fiscal  year  ended  June  30,  2006,  contributions 
amounted  to  $1.56  million  a  decrease  of  $12 
thousand  (0.7  percent)  from  fiscal  year  2005. 
Contributions  decreased  due  to  fewer  mem- 
bers contributing  to  the  plan  and  experience 
of  the  system.  The  plan  recognized  net  in- 
vestment income  of  $4.3  million  for  the  fiscal 
year  ended  June  30,  2006  compared  with  net 
investment  income  of  $3.6  million  for  the 
fiscal  year  ended  June  30,  2005.  The  increase 
in  investment  income  is  due  to  greater  invest- 
ment returns. 

Deductions  from  the  JRS  net  assets  held  in 
trust  for  benefits  mainly  include  retirement 
benefits  and  administrative  expenses.  For  fis- 
cal year  2006,  benefits  amounted  to  $1.7  mil- 
lion an  increase  of  $119  thousand  (7.3  per- 
cent) from  fiscal  year  2005.  The  increase  for 
benefits  was  due  to  an  increase  in  the  average 
recipient's  benefit  (GABA),  and  benefits 
commencing  for  new  retirees.  For  fiscal  year 
2006,  administrative  expenses  amounted  to 
$12  thousand,  an  increase  of  $3  thousand 
(30.7  percent)  from  tlscal  year  2005.  The  in- 
crease in  administrative  expenses  for  the  fis- 


cal year  2006  was  mostly  due  to  increased 
costs  to  administer  the  plan. 

An  actuarial  valuation  of  the  JRS  assets  and 
benefit  obligations  is  usually  performed  eveiy 
two  years.  An  additional  valuation  was  per- 
formed in  2005.  At  June  30,  2006,  the  date  of 
the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  139 
percent  from  138  percent  at  June  30,  2005. 
The  JRS  actuarial  assets  were  more  than  actu- 
arial liabilities  by  $15.0  million  at  June  30, 
2006,  compared  with  $13.0  million  actuarial 
surplus  at  June  30,  2005.  The  increase  in 
funded  status  as  of  the  last  actuarial  valuation 
is  due  to  investment  returns  greater  than  the 
actuarial  assumption. 

HPORS 

The  HPORS  provides  retirement,  disability 
and  death  benefits  jar  members  of  the 
Montana  Higlnvay  Patrol.  Member  and 
employer  contributions,  registration  fees  and 
earnings  on  investments  fund  the  benefits  of 
the  plan.  The  HPORS  net  assets  held  in  trust 
for  benefits  at  June  30,  2006  amounted  to 
$88.8  million,  an  increase  of  $5  million  (6.0 
percent)  from  $83.8  million  at  June  30,  2005. 

Additions  to  the  HPORS  net  assets  held  in 
trust  for  benefits  include  employer  and  mem- 
ber contributions,  registration  fees  and  invest- 
ment income.  For  the  fiscal  year  ended  June 
30,  contributions  decreased  to  $4.0  million  in 
fiscal  year  2006  from  $4.8  million  in  fiscal 
year  2005,  a  decrease  of  $822  thousand  (16.9 
percent).  Contributions  decreased  due  to  the 
number  of  participating  members  contribut- 
ing to  the  plan  decreased.  The  plan  recog- 
nized net  investment  income  of  $7.5  million 
for  the  fiscal  year  ended  June  30,  2006  com- 
pared with  net  investment  income  of  $6.4 
million  for  the  fiscal  year  ended  June  30, 
2005.  The  increase  in  investment  income  is 
due  to  greater  investment  returns. 
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Deductions  from  the  HPORS  net  assets  held 
in  trust  for  benefits  mainly  include  retirement 
benefits,  refiindsdistributions  and  adminis- 
trative expenses.  For  fiscal  year  2006,  bene- 
fits amounted  to  $6.4  million,  an  increase  of 
S575  thousand  (9.9  percent)  from  fiscal  year 

2005.  The  increase  in  benefit  payments  was 
due  to  the  increase  in  benefit  recipients  and 
increases  in  the  average  recipient's  benefit, 
(GABA).  For  fiscal  year  2006  reftinds, 
distributions  amounted  to  S90  thousand,  a 
decrease  of  SI 40  thousand  (61.0  percent) 
from  fiscal  year  2005.  The  decrease  in  re- 
funds/distributions was  due  to  fewer  distribu- 
tions and  smaller  amounts  distributed.  For 
fiscal  year  2006,  administrative  expenses 
were  $3 1  thousand,  an  increase  of  $2  thou- 
sand (5.8  percent)  from  fiscal  year  2005.  The 
increase  in  administrative  expenses  is  due  to 
increased  costs  to  administer  the  plan. 

An  actuarial  valuation  of  the  HPORS  assets 
and  benefit  obligations  is  usually  perfomied 
e\er\  two  years.  An  additional  valuation  was 
perlbrmed  in  2005.  At  June  30,  2006,  the  date 
of  the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  78  per- 
cent from  73  percent  at  June  30,  2005.  The 
HPORS  actuarial  assets  were  less  than  actu- 
arial liabilities  by  S25.0  million  at  June  30, 

2006,  compared  with  S3 1.0  million  at  June 
30,  2005.  The  increase  in  funded  status  as  of 
the  last  actuarial  \aluation  is  due  to  invest- 
ment reuims  greater  than  the  actuarial  as- 
sumption. 

SRS 

Tlie  SRS  provides  retirement,  clisabilit}-  and 
death  benefits  for  all  Department  of  Justice 
criminal  investigators  hired  after  July  I. 
1993,  detention  officers  and  cdl  \f on  tana 
sheriffs.  Memlier  and  employer  contributions 
and  earnings  on  investments  fund  the  benefits 
of  the  plan.  The  SRS  net  assets  held  in  trust 
for  benefits  at  June  30,  2006  amounted  to 


SI 65.7  million,  an  increase  of  SI 4.2  million 
(9.4  percent)  from  S151.5  million  at  June  30, 
2005. 

Additions  to  the  SRS  net  assets  held  in  trust 
for  benefits  include  member  and  employer 
contributions  and  investment  income.  For  the 
fiscal  year  ended  June  30,  contributions  in- 
creased to  $7.2  million  in  fiscal  year  2006 
from  $5.8  million  in  fiscal  year  2005,  for  an 
increase  of  SI. 4  million  (24.9  percent).  Con- 
tributions increased  because  the  number  of 
participating  members  contributing  to  the 
plan  increased  as  a  result  of  the  detention  of- 
ficers having  the  option  to  elect  either  PERS 
or  SRS,  and  an  increase  in  the  total  compen- 
sation reported  for  acti\e  members.  The  plan 
recognized  net  investment  income  of  $13.6 
million  for  the  fiscal  year  ended  June  30, 
2006  compared  with  net  investment  income 
of  $11.4  million  for  the  fiscal  year  ended 
June  30,  2005.  The  increase  in  investinent 
income  is  due  to  greater  investment  returns. 

Deductions  from  the  SRS  net  assets  held  in 
trust  for  benefits  mainly  include  retirement 
benefits,  refunds'distributions  and  adminis- 
trative expenses.  For  fiscal  year  2006,  bene- 
fits amounted  to  S6.2  million,  an  increase  of 
$625  thousand  (1 1.3  percent)  from  fiscal  year 
2005.  The  increase  in  benefit  payments  was 
due  to  an  increase  in  benefit  recipients  and 
an  increase  in  the  average  recipient's  benefit 
(GABA).  For  fiscal  year  2006,  refunds/ 
distributions  amounted  to  $383  thousand,  a 
decrease  of  S25I  thousand  (39.7  percent) 
from  fiscal  year  2005.  The  decrease  in  re- 
funds distributions  was  due  to  smaller  bal- 
ances being  refunded  to  an  increased  number 
of  members  caused  resulting  from  detention 
officers  election.  For  fiscal  year  2006,  admin- 
istrative expenses  increased  $21  thousand 
(35.9  percent)  from  fiscal  year  2005.  The  in- 
crease is  due  to  increased  costs  to  administer 
the  plan. 
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An  actuarial  valuation  of  the  SRS  assets  and 
benetlt  obligations  is  usually  performed  every 
two  years.  An  additional  valuation  was  per- 
formed in  2005.  At  June  30,  2006,  the  date  of 
the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  95  per- 
cent from  93  percent  at  June  30,  2005.  The 
SRS  actuarial  assets  were  less  than  actuarial 
liabilities  by  $8.8  million  at  June  30,  2006, 
compared  with  $10.9  million  at  June  30, 
2005.  The  increase  in  funded  status  as  of  the 
last  actuarial  valuation  is  due  to  investment 
returns  greater  than  the  actuarial  assumptions 
and  experience  of  the  plan. 

GVVPORS 

Tlie  GWPORS  provides  retirement,  disability 
and  death  benefits  for  game  wardens,  warden 
supervisory  personnel  and  state  peace 
officers.  Member  and  employer  contributions 
and  earnings  on  investments  fund  the  benefits 
of  the  plan.  The  GWPORS  net  assets  held  in 
trust  for  benefits  at  June  30,  2006  amounted 
to  $59.5  million,  an  increase  of  $7.6  million 
(14.7  percent)  from  $51.8  million  at  June  30, 
2005. 

Additions  to  the  GWPORS  net  assets  held  in 
trust  for  benefits  include  member  and  em- 
ployer contributions  and  investment  income. 
For  the  fiscal  year  ended  June  30,  contribu- 
tions increased  to  $5.4  million  in  fiscal  year 
2006  from  $5.1  miUion  in  fiscal  year  2005, 
for  an  increase  of  $341  thousand  (6.7  per- 
cent). Contributions  increased  because  the 
number  of  members  contributing  to  the  plan 
increased.  The  plan  recognized  net  invest- 
ment income  of  $4.6  million  for  the  fiscal 
year  ended  June  30,  2006  compared  with  net 
investment  income  of  $3.7  million  for  the 
fiscal  year  ended  June  30,  2005.  The  increase 
in  investment  income  is  due  to  greater  invest- 
ment returns. 

Deductions   from  the  GWPORS   net  assets 


held  in  trust  for  benefits  mainly  include  re- 
tirement benefits,  refunds/distributions  and 
administrative  expenses.  For  fiscal  year  2006, 
benefits  amounted  to  $1.8  million,  an  in- 
crease of  $296  thousand  (19.2  percent)  from 
fiscal  year  2005.  The  increase  in  benefit  pay- 
ments was  due  to  the  increase  in  benefit  re- 
cipients and  the  increase  in  the  average  re- 
cipient's benefit  (GABA).  For  fiscal  year 
2006,  refunds/distributions  amounted  to  $490 
thousand,  a  decrease  of  $123  thousand  (20.1 
percent)  from  fiscal  year  2005.  The  decrease 
in  refunds/distributions  was  due  to  refunds 
for  smaller  amounts  and  fewer  refunds.  For 
fiscal  year  2006,  administrative  expenses 
amounted  to  $49.0  thousand,  an  increase  of 
$6.6  thousand  (15.8  percent)  from  fiscal  year 

2005.  The  increase  in  administrafive  ex- 
penses in  fiscal  year  2006  is  due  to  increased 
costs  to  administer  the  plan. 

An  actuarial  valuation  of  the  GWPORS  as- 
sets and  benefit  obligations  is  usually  per- 
formed every  tvvo  years.  An  additional  valua- 
tion was  perfomied  in  2005.   At  June  30, 

2006,  the  date  of  the  most  recent  actuarial 
valuation,  the  funded  status  of  the  plan  in- 
creased slightly  to  92  percent  from  90  percent 
at  June  30,  2005.  The  GWPORS  actuarial 
assets  were  less  than  actuarial  liabilities  by 
$5.4  million  at  June  30,  2006,  compared  with 
$5.5  million  at  June  30,  2005.  The  change  in 
unfunded  liability  as  of  the  last  actuarial 
valuation  is  due  to  investment  returns  greater 
than  the  actuarial  assumption  and  the  experi- 
ence of  the  plan. 

MPORS 

The  MPORS  provides  retirement,  disability 
and  death  benefits  for  municipal  police 
officers  employed  by  first-  and  second-class 
cities  and  other  cities  that  adopt  the  plan. 
MPORS  also  has  an  option  for  members  to 
participate  in  a  Deferred  Retirement  Option 
Plan  (DROP).    Member,  employer  and  state 


A-i: 


fontribittium  and  earnings  on  invcslnicnls 
fund  the  bencfils  of  the  plan.  The  MPORS  net 
assets  held  in  trust  for  benefits  at  June  30, 
2006  amounted  to  $177.9  million,  an  increase 
orS16.1  million  (10.0  percent)  from  S161.8 
million  at  June  30,  2005. 

Additions  to  the  MPORS  net  assets  held  in 
trust  for  benefits  include  employer,  member, 
and  state  contributions  and  mvestment  in- 
come. For  the  fiscal  year  ended  June  30,  con- 
tributions increased  to  S14.8  million  in  fiscal 
year  2006  from  SI 3.9  million  in  fiscal  year 
2005,  for  an  increase  of  S846  thousand  (6.1 
percent).  Contributions  increased  because  the 
total  compensation  reported  for  active  mem- 
bers increased  and  membership  increased. 
The  plan  recognized  net  investment  income 
of  S14.1  million  for  the  fiscal  year  ended 
June  30,  2006  compared  with  net  investment 
income  of  SI  1.7  million  for  fiscal  year  ended 
June  30,  2005.  The  increase  in  investment 
income  is  due  to  greater  investment  returns. 

Deductions  from  the  MPORS  net  assets  held 
in  trust  for  benefits  mainly  include  retirement 
benefits,  refunds  distributions  and  adminis- 
trative e.xpenses.  For  fiscal  year  2006,  bene- 
fits amounted  to  S12.0  million,  an  increase  of 
S669  thousand  (5.9  percent)  from  fiscal  year 

2005.  The  increase  in  benefit  payments  was 
due  to  the  increase  in  benefit  recipients  and 
the  increase  in  the  average  recipient's  benefit 
(GAB.\).  For  fiscal  year  2006,  refunds' 
distributions  amounted  to  S599  thousand,  a 
decrease  of  SI 99  thousand  (24.9  percent) 
from  fiscal  year  2005.  The  decrease  in  re- 
funds/distributions was  due  to  fewer  refijnds 
and  smaller  DROP  refunds.  For  fiscal  year 

2006,  administrative  e.xpenses  were  S68  thou- 
sand, an  increase  of  S3  thousand  (5.0  percent) 
from  fiscal  year  2005.  The  increase  in  admin- 
istrative e.xpenses  in  fiscal  year  2006  is  due  to 
increased  costs  to  administer  the  plan. 


An  actuarial  \aluation  of  the  MPORS  assets 
and  benefit  obligations  is  usually  performed 
every  two  years.  An  additional  valuation  was 
performed  in  2005.  At  June  30,  2006,  the  date 
of  the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  60  per- 
cent from  58  percent  at  June  30,  2005.  The 
MPORS  actuarial  assets  were  less  than  actu- 
arial liabilities  by  SI  15.2  million  at  June  30, 
2006,  compared  with  SI  16.9  million  actuarial 
liabilities  at  June  30,  2005.  The  increase  in 
funded  stams  as  of  the  last  actuarial  valuation 
is  due  to  investment  returns  greater  than  the 
actuarial  assumption  and  experience  of  the 
plan. 

FURS 

The  FURS  provides  retirement,  disability  and 
death  benefits  for  firefighters  employed  by 
frst-  and  second-class  cities  and  other  cities 
that  adopt  the  plan,  and  firefighters  hired  by 
the  Montana  Air  National  Guard  on  or  after 
October  I.  2001.  Member,  employer,  and 
state  contributions  and  earnings  on 
investments  fund  the  benefits  of  the  plan.  The 
FURS  net  assets  held  in  trust  for  benefits  at 
June  30,  2006  amounted  to  SI 69.4  million,  an 
increase  of  SI 5.6  million  (10.1  percent)  from 
$153.8  million  at  June  30,  2005. 

Additions  to  the  FURS  net  assets  held  in  trust 
for  benefits  include  employer,  member,  and 
state  contributions  and  investment  income. 
For  the  fiscal  year  ended  .Tune  30,  contribu- 
tions increased  to  $13.3  million  in  fiscal  year 
2006  from  SI 2.0  million  in  fiscal  year  2005, 
an  increase  of  $1.3  million  (11.0  percent). 
Contributions  increased  because  the  number 
of  members  contributing  to  the  plan  increased 
and  the  total  compensation  reported  for  active 
members  increased.  The  plan  recognized  net 
investment  income  of  $13.4  million  for  the 
fiscal  year  ended  June  30,  2006  compared 
with  net  investment  income  of  $11.1  million 
for  the  fiscal  year  ended  June  30,  2005.  The 
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increase  in  investment  income  is  due  to 
greater  investment  returns. 

Deductions  from  the  FURS  net  assets  held  in 
trust  for  benefits  mainly  include  retirement 
benefits,  refimds/distributions  and  adminis- 
trative expenses.  For  fiscal  year  2006,  bene- 
fits amounted  to  $11.0  million,  an  increase  of 
$654  thousand  (6.3  percent)  from  fiscal  year 
2005.  The  increase  in  benefit  payments  was 
due  to  the  increase  in  benefit  recipients  and 
the  increase  in  the  average  recipient's  benefit 
(GABA).  For  fiscal  year  2006,  reftinds/ 
distributions  amounted  to  $46  thousand,  a 
decrease  of  $55  thousand  (54.8  percent)  from 
fiscal  year  2005.  The  decrease  in  reftrnds/ 
distributions  was  due  to  refunds  of  accounts 
with  smaller  balances.  For  fiscal  year  2006, 
administrative  expenses  were  $58  thousand, 
an  increase  of  $5  thousand  (9  percent).  The 
increase  in  administrative  expenses  is  due  to 
increased  costs  to  administer  the  plan. 

An  actuarial  valuation  of  the  FURS  assets 
and  benefit  obligations  is  usually  performed 
evei7  two  years.  At  June  30,  2006,  the  date  of 
the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  65  per- 
cent from  64  percent  at  June  30,  2005.  The 
FURS  actuarial  assets  were  less  than  actuarial 
habihnes  by  $88.2  million  at  June  30,  2006, 
compared  with  $86.8  million  actuarial  liabil- 
ity at  June  30,  2005.  The  increase  in  funded 
status  as  of  the  last  actuarial  valuation  is  due 
to  investment  returns  greater  than  the  actuar- 
ial assumption. 

VFCA 

The  VFCA  provides  retirement,  disability  and 
death  benefits  for  volunteer  firefighters  who 
are  members  of  eligible  volunteer  fire 
companies  in  unincorporated  areas.  State 
contributions  and  earnings  on  investments 
fund  the  benefits  of  the  plan.  The  VFCA  net 
assets  held  in  tnist  for  benefits  at  June  30, 


2006  amounted  to  $23.4  million,  an  increase 
of  $1.8  million  (8.5  percent)  from  $21.6  mil- 
lion at  June  30,  2005. 

Additions  to  the  VFCA  net  assets  held  in 
trust  for  benefits  include  state  contributions 
and  investment  income.  For  the  fiscal  year 
ended  June  30,  contributions  increased  to  1.6 
million  in  fiscal  year  2006  from  $1.5  million 
in  fiscal  year  2005,  an  increase  of  $83  thou- 
sand (5.5  percent).  Contributions  increased 
because  there  was  an  increase  in  the  fire  in- 
surance premium  taxes  collected.  The  plan 
recognized  net  investment  mcome  of  $1.9 
milhon  for  the  fiscal  year  ended  June  30, 
2006  compared  with  net  investment  income 
of  $1.6  million  for  the  fiscal  year  ended  June 
30,  2005.  The  increase  in  investment  income 
is  due  to  greater  investment  returns. 

Deductions  from  the  VFCA  net  assets  held  in 
tmst  for  benefits  mainly  include  retirement 
benefits,  administrative  expenses  and  supple- 
mental insurance  payments.  For  fiscal  year 
2006,  benefits  amounted  to  $1.6  million,  an 
increase  of  $47  thousand  (3.1  percent)  from 
fiscal  year  2005.  For  fiscal  year  2006,  admin- 
istrative expenses  amounted  to  $48  thousand, 
an  increase  of  $1  thousand  (1  percent)  from 
fiscal  year  2005.  The  increase  in  administra- 
tive expenses  was  due  to  increased  costs  to 
administer  the  plan.  For  fiscal  year  2006,  sup- 
plemental insurance  payments  amounted  to 
$1 1.4  thousand,  an  increase  of  $300  from  fis- 
cal year  2005. 

An  actuarial  valuation  of  the  VFCA  assets 
and  benefit  obligations  is  usually  perfonned 
every  two  years.  At  June30,  2006,  the  date  of 
the  most  recent  actuarial  valuation,  the 
funded  status  of  the  plan  increased  to  73  per- 
cent from  69  percent  at  June  30,  2005.  The 
VFCA  actuarial  assets  were  less  than  actuar- 
ial liabilities  by  $8.6  million  at  June  30,  2006, 
compared  with  $9.5  million  at  June  30,  2005. 
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1  he  increase  in  lunded  sUiliis  as  ol  llie  last 
actuarial  valuation  is  due  to  investment  re- 
turns greater  than  the  actuarial  assumption 
and  experience  of  the  plan. 

Actuarial  Valuations  and  Fund- 
inii  Progress 

An  actuarial  valuation  of  each  of  the  PERB"s 
defined  benefit  plans  is  usually  performed 
ever>  two  years.  An  additional  valuation  was 
performed  in  2005.  At  the  date  of  the  most 
recent  actuarial  valuation,  June  30,  2006,  the 
funded  status  of  each  of  the  plans  is  shown  in 
the  Schedule  of  Funding  Progress  on  page  76. 

The  PERB  funding  objective  is  to  meet  long- 
tenn  benefit  obligations  through  in\estment 
income  and  contributions.  Accordingly,  the 
collection  of  employer  and  member  contribu- 
tions, and  the  income  from  investments  pro- 
vide the  reserves  needed  to  finance  fi.iture  re- 
tirement benefits.  Since  investment  earnings 
are  critical  to  the  defined  benefit  plans"  fund- 
ing, the  market  decline  and  associated  invest- 
ment losses  in  fiscal  year  2000  through  fiscal 
year  2003  have  deteriorated  the  plans'  fund- 
ing. However,  in  more  recent  years  there 
have  been  better  returns  and  an  increased 
funding  status  has  occurred  in  all  Defined 
Benefit  plans  over  the  previous  valuation. 
The  in\estment  losses  reduced  the  assets 
available  to  pay  previously  incurred  benefit 
obligations.  Public  pension  plans  are  consid- 
ered actuarially  sound  if  the  unfijnded  ac- 
crued actuarial  liability  amortization  period  is 
less  than  30  years.  Montana's  constitution 
requires  that  public  retirement  plans  be 
funded  on  an  actuanally  sound  basis. 

The  PERB  has  been  concerned  with  the  fund- 
ing of  three  of  the  eight  defined  benefit  retire- 
ment plans  administered.  The  three  plans  are 
the  PERS-Defined  Benefit  Retirement  Flan 


(PbRS-DBRP),  the  Came  Wardens"  and 
Peace  Officers"  Retirement  System 
(GWPORS)  and  the  Sheriffs"  Retirement 
System  (SRS).  The  PERS  and  GWPORS 
statutory  contribution  rates  are  able  to  pay  the 
normal  cost  of  the  plan,  but  are  insufficient  to 
pay  off  unfunded  liability.  The  SRS  statutory 
contribution  rate  is  not  sufficient  to  pay  the 
nonnal  cost  of  the  plan  or  the  unfiinded  li- 
ability. Based  on  the  PERB"s  June  30,  2006 
Actuarial  Valuations  the  unfunded  liability  in 
these  three  plans  will  not  be  amortized  in  30 
years.  As  of  June  30,  2006,  the  estimated 
shortfalls  in  statutory  contributions  rates  were 
1.01%  in  PERS-DBRP,  0.04^0  in  GWPORS, 
and  1.84%  in  SRS. 

Funding  ratios  range  from  a  high  of  139.42 
percent  (JRS)  to  a  low  of  60.43  percent 
(MPORS).  The  Schedule  of  Funding  Progress 
on  pages  76  and  77  show  the  June  30,  2006 
funding  ratios  compared  with  the  ratios  at 
June  30,  2005,  June  30,  2004  and  June  30, 
2002.  The  table  also  shows  the  amount  by 
which  actuarial  assets  exceeded  or  fell  short 
of  actuarial  liabilities.  The  funding  ratio 
increase  is  a  result  of  the  overall  investment 
perfomiance  this  past  year  and  the  actual 
experience  of  the  plans.  The  actuary  performs 
a  smoothing  of  investment  gains/losses  over  a 
period  of  four  years.  At  June  30,  2006,  the 
actuarial  value  of  assets  was  less  than  the 
market  value  of  assets  by  S71  million.  At 
June  30,  2005,  the  actuarial  value  of  assets 
was  less  than  the  market  value  of  assets  by 
S76  million. 


Defined  Contribution  Plans 

The  .\1PERA  administers  two  defined  contri- 
bution plans:  The  Public  Employees"  Retire- 
ment System-Defined  Contribution  Retire- 
ment Plan  (PERS-DCRP)  and  the  Deferred 
Compensation  (457)  Plan.  The  schedules  of 
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Fiduciary  Net  Asst 

As  of  June  30,  2006  -and 

(dollars  in  thousands) 

Assets: 

Cash  and  Receivables 
Securities  Lending  Collateral 
Investments 
Intangible  Assets 

3ts  -  Defined  Contribution  Plans 

comparative  totals  for  June  30,  2005 

PERS-DCRP                        457-PLAN 
2006              2005              2006              2005 

TOTAL 
2006" 

2005 

1,119 

14 

30,934 

2 

605 

24,948 
4 

350 

5 

247,944 

105 

303 

239,143 
145 

1,469 

19 

278,878 

107 

908 

264,091 
149 

Total  Assets 

Liabilities: 

Securities  Lending  Collateral 
Other  Payables 

32,069 

14 

1,435 

25,557 
1,448 

248,404 

5 

172 

239,591 
186 

280,473 

19 
1,607 

265,148 
1,634 

Total  Liabilities 

1,449 

1,448 

177 

186 

1,626 

1,634 

Total  Net  Assets 

30,620 

24,109 

248,227 

239,405 

278,847 

263,514 

Changes  In  Fiduciary  Net  Assets  -  Defined  Contribution  Plans 

For  the  year  ended  June  30,  2006  -  and  comparative  totals  for  June  30.  2005 

(dollars  in  thousands) 

PERS-DCRP  457-PLAN  TOTAL 

2006 2005 2006 2005  2006 2005 

Additions: 

Contributions                                    6,506              5,411            17,251            15,723              23,757              21,134 
Investment  Income  (Loss)  2,098  1,768  3,618  15,267 5.716 17,035 


Total  Additions 

Deductions: 

Refunds/Distributions 
Administrative  Expenses 
Miscellaneous  Expenses 


8,604 


7,179 


20,869 


30,990 


29,473 


38,169 


1,570 

1,873 

1 1 ,443 

15,591 

13.013 

17,464 

227 

231 

204 

289 

431 

520 

295 

256 

737 

698 

1,032 

954 

Total  Deductions 


2,092 


2,360 


12,384 


16,578 


14,476 


18,938 


lncr/(Decr)  in  Net  Assets 


6,512 


4,819 


8,485 


14,412 


14,997 


19,231 


Prior  Period  Adjustments 


-8 


336 


246 


336 


238 


Net  Assets  and  Changes  in  Net  Assets  for  the 
two  defined  contribution  plans  are  above. 


earnings  on  investments  fund  the  benefits  of 
the  plan. 


PERS-DCRP 

The  PERS-DCRP  is  established  under 
Section  401(a)  of  the  Internal  Revenue  Code. 
This  plan  provides  retirement,  disability  and 
death  benefits  for  plan  members.  This  plan 
was  available  to  all  active  PERS  members 
effective  July  I,  2002.  All  new  hires  to  PERS 
have  a  12-month  window  to  file  an 
irrevocable  election  to  join  the  plan.  The  plan 
member    and    employer    contributions    and 


The  PERB  has  received  a  long-temi 
INTERCAP  loan  through  the  Montana 
Department  of  Administration  from  the  BOI 
to  fund  the  plan  start-up  and  implementation 
costs.  The  loan  was  renegotiated  in  2005  and 
the  term  extended  to  2018.  As  of  June  30, 
2006,  the  loan  balance  is  $1.38  million, 
which  is  reported  in  the  financial  statements 
as  a  long-term  payable  of  SI. 36  million  plus 
a  current  payable  of  $20  thousand. 
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The  plan  net  assets  held  in  tnist  for  benefits  at 
June  30,  2006  amounted  to  $30. 6  million,  an 
increase  of  S6.5  million  (27.0  percent)  from 
$24.1  million  at  June  30,  2005. 

Additions  to  the  Defined  Contribution  Retire- 
ment Plan  net  assets  held  in  trust  for  benefits 
include  contributions  and  investment  incoine. 
Contributions  increased  Sl.l  million  (20.2 
percent)  from  $5.4  million  in  fiscal  year  2005 
to  $6.5  million  in  fiscal  year  2006.  Contribu- 
tions increased  because  of  the  number  of 
members  contributing  to  the  plan  increased. 
The  plan  recognized  net  investment  income 
of  $2.1  million  in  fiscal  year  2006.  up  from 
$1.8  million  in  fiscal  year  2005.  The  increase 
in  investment  income  is  due  to  greater  invest- 
ment returns. 

Deductions  from  the  Defined  Contribution 
Retirement  Plan  net  assets  mainly  include 
member  refunds/distributions,  administrative 
e.\penses  and  miscellaneous  expenses.  Re- 
funds distributions  decreased  from  $1.9  mil- 
lion in  fiscal  year  2005  to  $1.6  million  in  fis- 
cal year  2006.  The  $303  thousand  decrease  in 
refunds 'distributions  from  2005  to  2006  was 
due  to  fewer  defined  contribution  members 
taking  a  distribution  immediately  after  elect- 
ing the  plan  and  smaller  distributions.  The 
costs  of  administering  the  plan  decreased 
from  $231  thousand  in  fiscal  year  2005  to 
$227  thousand  in  fiscal  year  2006,  a  decrease 
of  $4  thousand  (1.7  percent)  from  fiscal  year 
2005.  The  decrease  in  administrative  costs 
was  due  to  vacancy  savings  resulting  from 
staff  turnover.  Miscellaneous  expenses  in- 
creased from  $256.0  thousand  in  fiscal  year 
2005  to  $295  thousand  in  fiscal  year  2006,  an 
increase  of  $39  thousand  (15.3  percent)  from 
fiscal  year  2005.  The  increase  in  miscellane- 
ous expenses  was  due  to  increased  member- 
ship. 


Deferred  Compensation  (457) 
Plan 

The  deferred  compensation  plan  is  estab- 
lished iiiuler  Section  457  of  the  Internal  Reve- 
nue Code.  This  phni  is  a  voliintaiy  supple- 
mental retirement  savings  plan  for  those  who 
choose  to  participate.  The  deferred  compen- 
sation plan  is  funded  by  contributions  and  by 
investment  earnings.  The  plan's  net  assets 
held  in  tmst  for  benefits  at  June  30,  2006 
amounted  to  $248.2  million,  an  increase  of 
$8.8  million  (3.7  percent)  from  $239.4  mil- 
lion at  June  30.  2005. 

Additions  to  the  deferred  compensation  plan 
net  assets  held  in  trast  for  benefits  include 
contributions  and  in\estment  income.  For 
fiscal  year  2006,  contnbutions  increased  from 
those  of  fiscal  year  2005  from  $15.7  million 
to  $17.3  million,  an  increase  of  $1.6  million 
(9.7  percent).  Contnbutions  increased  be- 
cause of  the  number  of  members  participating 
in  the  plan  increased  due  to  new  employers 
joining  the  plan.  The  plan  recognized  net  in- 
vestment income  of  $3.6  million  for  fiscal 
year  2006  compared  with  net  investment  in- 
come of  $15.2  million  for  fiscal  year  2005. 

Deductions  from  the  deferred  compensation 
plan  net  assets  mainly  include  member  and 
beneficiary  refunds/distributions,  administra- 
tive expenses  and  miscellaneous  expenses. 
For  fiscal  year  2006,  refunds/distributions 
amounted  to  $1 1.4  million,  a  decrease  of  $4.1 
million  (26.6  percent)  from  $15.6  million  at 
June  30,  2005.  The  costs  of  administenng  the 
plan  decreased  from  $289  thousand  in  fiscal 
year  2005  to  $204  thousand  in  fiscal  year 
2006,  a  decrease  of  $85  thousand  (29.5  per- 
cent) from  fiscal  year  2005.  The  decrease  in 
administrative  costs  was  due  to  less  time  be- 
ing spent  on  development  and  maintenance  of 
the  457  web  payroll  reporting.  Miscellaneous 
expenses  increased  from  $698  thousand  in 
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fiscal  year  2005  to  $737  thousand  m  fiscal 
year  2006,  an  increase  of  $39  thousand  (5.6 
percent)  from  fiscal  year  2005.  The  increase 
in  miscellaneous  expense  was  due  to  the 
increased  membership. 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Statement  of  Fiduciary  Net  Assets  -  Pension  Trust  Funds 

as  of  June  30,  2006 


PERS-DBRP 


JRS 


HPORS 


SRS 


GWPORS 


MPORS 


Assets 

Cash  and  Short-term  Investments 
Securities  Lending  Collateral  (Note  AS) 


93,688,932 
67,425,935 


1,520,236 
1,043,832 


2,138,719 
1,759.894 


5,289.414 
3.267,725 


2,790,734 
1,158,265 


4,338,910 
3,349,214 


Receivables 
Interest 

Accounts  Receivable 
Due  from  Other  Funds 
Due  from  Primary  Government 
Due  from  Component  Unit 
Notes  Receivable 


7.173.427 

1.223.678 

323.838 

28,811 

1.995 

135.357 


106.701 


180.781 


333,304 
197,356 


115.918 


342,415 
94,752 

8,181,861 


Total  Receivables 


8,887,106 


106.701 


180,781 


530,660 


115,918 


8,619,028 


Investments,  at  fair  value  (Note  A5) 

Montana  Domestic  Equity  Pool  (MDEP)  1,586,747,062 

Retirement  Fund  Bond  Pool  (RFBP)  932,047,876 

Montana  International  Pool  (MTIP)  630,135.329 

Montana  Private  Equity  Pool  (MPEP)  203,406.134 

Montana  Real  Estate  Pool  (MTRP)  15,200,000 

Real  Estate  Investments  8,636.356 
Mortgages  &  Commercial  Loans 

net  of  Accumulated  Mortgage  Discount  43,096.807 
Defined  Contributions  Fixed  Investments 
Defined  Contributions  Variable  Investments 

Deferred  Compensation  Life  Insurance 


23,744,351 

14,685.077 

9,364.981 

3.047,260 

225,000 


40,231,879 

24,889,288 

15,794,686 

5,178,135 

380,000 


74,632,967 

45,822,462 

29,262,553 

9,507,757 

710,000 


26,704,722 

15,805,769 

10.518,496 

3.329,864 

255.000 


76,683,078 
46,943,773 
30,633,241 
10,088,571 
730.000 


Total  Investments 


3,419,269,564         51,066,669        86,473.988       159,935,739         56,613,851       165,078,663 


Capital  Assets 
Property  and  Equipment,  at  cost. 

net  of  Accumulated  Depreciation  (Note  A2) 
Intangible  Assets,  at  cost. 


513 


net  of  Amortization  Expense  (Note  A2) 

103,058 

728 

912 

1,505 

1,534 

1.430 

Total  Capital  Assets 

103,571 

728 

912 

1,505 

1,534 

1.430 

Total  Assets 

3,589,375.108 

53.738,166 

90,554.294 

169,025,043 

60,680,302 

181,387,245 

Liabilities 

Securities  Lending  Collateral  Liability 

Accounts  Payable 

Due  to  Other  Funds 

Due  to  Primary  Government 

Due  to  Component  Unit 

Advances  from  Primary  Government  (Note  C) 

Deferred  Revenue 

Compensated  Absences 


67,425,935 

1,043,832 

1,759.894 

3,267,725 

1,158,265 

3,349.214 

502,593 

232 

787 

18,412 

13,939 

307 

94,227 

7,059 

25.877 

70,397 

43,632 

62,748 

50,135 

2,000 

70,942 
248,600 


14 


136 


570 
35 


Total  Liabilities                                               68,392,432           1,051,123 

1,786,558 

3,356,548 

1,215,972 

3,414,874 

Net  Assets  Held  in  Trust  for  Pension  Benefits 

(SM  sciiedule  of  funding  progress,  page  A-76  )                                $    3,520,982,676           52,687,043 

88.767,736 

165,668,495 

59,464,330 

177,972,371 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Defined  BeneHt  Pension  Plans 


Defined  Contribution  Plans 


Total  Defined 

Total  Defined 

Total  Pension 

VFCA 

Benefit 
Pension  Plans 

PERS-DCRP 

457  Plan 

Contribution 
Plans 

Trust  Funds 

FURS 

2006 

4,247,446 

1,875,296 

115,889,687 

1,024.331 

350,271 

1,374,602 

11 7,264  J>89 

3,188,555 

463,503 

81,656,923 

14.329 

5,310 

19,639 

81,676,562 

325,820 

45.253 

8,623,619 

8,623,619 

78,747 

1,594,533 

8 

7 

15 

1,594,548 

323,838 

94,227 

94,227 

418,065 

7,532,591 

15,743,263 

1,995 

135,357 

15,743,263 

1,995 

135,357 

7,937,158 

45,253 

26,422,605 

94,235 

7 

94,242 

26,516,847 
1,911,760,179 

73,144,442 

9,871,678 

1,911,760,179 

44,649,947 

6,232,966 

1.131,077,158 

1,131,077,158 

29,143,147 

4,023,023 

758,875,456 

758,875,456 

9,587,346 

1,340,772 

245,485,839 

245,485,839 

700,000 

95,000 

18,295,000 
8,636,356 

43.0%,807 

18,295,000 
8,636,356 

43,096,807 

1.832,487 

143,870,263 

145,702,750 

145,702.750 

29,101,644 

104,061,001 
12,316 

133,162.645 
12,316 

133,162,645 
12,316 

157,224,882 

21,563,439 

4,117,226,795 

30,934,131 

247,943,580 

278,877,711 

4,396,104,506 

513 


513 


1,221 


1.221 


3,806 


3.244.850 


3,410 


113,798 


3,410 


114,311 


172,599,262 

23,950.901 

4,341,310,321 

3,188.555 

463.503 

81,656,923 

232 

536,502 

52,257 

46,360 

402,557 
52,135 

509,863 


75,468 
248.635 


82.972.220 


169.354.412         23.441.038  4.258.338.101 


2.215 


2.215 


104,720 


104,720 


32,069,241        248,403,888 


14,329 
7,797 
10,752 
21,308 
24,248 
1,360,195 

10,344 


1,448,973 


5,310 

155,692 

4,756 

899 


10,878 


106,935 


106,935 


177,535 


30.620,268       248.226.353 


19,639 
163,489 
15,508 
22,207 
24,248 
1,360,195 

21,222 


1,626,508 


220,733 


221,246 


280,473,129         4,621,783,450 


81,676,562 

699,991 

418.065 

74,342 

24,248 

1,360,195 

75,468 

269,857 


84,598,728 


278,846,621  4.537,184,722 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Statement  of  Changes  in  Fiduciary  Net  Assets  -  Pension  Trust  Funds 

for  the  year  ended  June  30,  2006 


PERS-DBRP 


JRS 


HPORS 


SRS 


GWPORS 


MPORS 


Additions 

Contributions  (Note  D) 


Employer 

%     63,445,414 

1,229,014 

2,905,165 

3,523,607 

2,391,091 

4,035,331 

Plan  Merntwr 

66,002,308 

333,319 

847,311 

3,682,968 

3,007,242 

2,545,437 

Membership  Fees 

83 

Interest  Reserve  Buyback 

143,047 

3,372 

38,445 

19,761 

3,227 

Retirement  Incentive  Program 

123,784 

Registration  Fee  Collections 

277,178 

Miscellaneous  Revenue 

25,003,605 

26 

7 

State  Contributions 

442,994 

8,181,861 

Nonvested  Member  Forfeitures 

Total  Contributions 

155,161,235 

1,562,333 

4,033,026 

7,245,046 

5,418,094 

14,765,863 

Investments  (Note  AS) 

Net  Appreciation  (Depreciation) 

in  Fair  Value  of  Investments 

185,484,598 

2,816,662 

4,300,075 

9,021,235 

3,243,729 

9,752,251 

Interest 

98,921,274 

1,386,960 

2,913,412 

4,104,926 

1,201,444 

3,891,789 

Dividends 

14,161,359 

211,305 

361.462 

661,262 

223,072 

678,147 

Investment  Expense 

(5,008,119) 

(72,823) 

(125.327) 

(227,403) 

(76,494) 

(237,074) 

Net  Investment  Income 

293,559,112 

4,342,104 

7,449,622 

13,560,020 

4,591,751 

14,085,113 

Securities  Lending  Income 

Securities  Lending  Income                                     5,130,656                  79.790                136,753                249,384  86,460  259,165 

Securities  Lending  Rebate  and  Fees (5,011,163) (77,965)  (133,615)  (243,680) (84,521)  (253,236) 


Net  Securities  Lending  Income 


119,493 


1.825 


3,138 


5,704 


1,939 


5,929 


Total  Net  Investment  Income 


293,678,605 


4,343,929 


7,452,760 


13,565,724 


4,593,690 


14,091,042 


Total  Additions 


448,839,840 


5,906,262 


11,485,786 


20,810,770 


10,011,784 


28,856,905 


Deductions  (Note  D) 

Benefits 

153,885,649 

1,742,859 

6,365,115 

6,151,890 

1,834,767 

12,031,585 

Refunds/Distributions 

12,753,802 

89,223 

365,372 

476,629 

550,830 

Refunds  to  Other  Plans 

568,003 

416 

17,214 

13.423 

48,394 

Transfers  to  DCRP 

1,064,447 

Transfers  to  ORP 

183,135 

Supplemental  Insurance  Payments 

Administrative  Expenses 

2,886,404 

11,767 

30,668 

77,470 

48,616 

68,276 

Miscellaneous  Expenses 

7ofa/  Deductions 


171,341,440 


1,754,626 


6,485,422 


6.611,946 


2,373,435  12,699,085 


Net  Increase  (Decrease) 
Net  Assets  Held  in  Trust  for  Pension  Benefits 


277,498,400 


4.151,636 


5,000,364 


14,198,824 


7,638,349 
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16,157,820 


Beginning  of  Year                                                 3,243,418.873           48.535.407 

83,767.372 

151,469.671 

51,825.981 

161.814.551 

Prior  Period  Adjustment                                                   65.403 

End  of  Year                                                       $    3.520,982.676           52,687,043 

88.767.736 

165.668.495 

59,464.330 

177.972.371 

The  notes  to  the  financial  statements  are  an  integral  pan  of  this  statement. 

Defined  Benefit  Pension  Plans 


Defined  Contribution  Plans 


Total  Defined 
Benefit 


Total  Defined      Total  Pension 
Contribution        Trust  Funds 


FURS 

VFCA 

Pension  Plans 

PERS-DCRP 

457  Plan 

Plans 

2006 

3.328.408 

80.858.030 

2,319,167 

52,457 

2,371,624 

83,229,654 

2.470.766 

78.889.351 
83 

3,699,360 

16,990,026 

20,689,386 

99,578,737 
83 

1,406 

209.258 
123,784 
277,178 

209,258 
123,784 
277.178 

9 

25,003,647 

223,324 

208,964 

432,288 

25,435,935 

7.532,591 

1.610.462 

17,767,908 

263,685 

263,685 

17,767.908 
263,685 

13.333.180 

1.610.462 

203,129,239 

6.505.536 

17.251.447 

23,756,983 

226,886,222 

9.351,521 

1.263.347 

225,233,418 

991.131 

(5,336,756) 

(4,345,625) 

220,887,793 

3.631,704 

534.281 

116,585,790 

1,106.594 

9,428,347 

10,534,941 

127,120,731 

645,789 

86,065 

17,028,461 

17,028,461 

(225.582) 

(31,538) 

(6,004,360) 

(473,422) 

(473,422) 

(6,477,782) 

13,403.432 

1,852,155 

352,843.309 

2.097,725 

3.618.169 

5,715,894 

358,559,203 

246.550 

34.374 

6,223.132 

503 

223 

726 

6,223,858 

(240.911) 

(33.591) 

(6,078,682) 

(501) 

(222) 

(723) 

(6,079,405) 

5.639 

783 

144,450 

2 

1 

3 

144,453 

13,409.071 

1,852,938 

352.987,759 

2,097.727 

3.618.170 

5,715.897 

358,703,656 

26.742,251 

3.463,400 

556.116.998 

8.603,263 

20,869,617 

29.472,880 

585,589,878 

11.039,519 

1,563,795 

194,615,179 

194,615,179 

45,619 

11,400 

14,281,475 

647,450 

1,064,447 

183,135 

11.400 

1,570,066 

11,443,043 

13,013,109 

27.294.584 

647,450 

1.064,447 

183.135 

11,400 

57.783 

47,529 

3.228.513 

227.170 

203.727 

430.897 

3,659,410 

295,105 

737,382 

1.032.487 

1,032,487 

11,142,921 

1,622,724 

214,031,599 

2,092,341 

12,384,152 

14,476,493 

228,508,092 

15,599,330 

1.840.676 

342.085,399 

6,510.922 

8,485,465 

14.996.387 

357,081.786 

153,755.082 

21.600.362 

3,916.187.299 

24,109.346 

239,405,278 

263.514.624 

4,179,701,923 

65.403 

335,610 

335,610 

401,013 

169.354.412 

23,441.038 

4.258.338,101 

30.620,268 

248.226.353 

278.846.621 

4.537,184,722 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Notes  to  the  Financial  Statements 

for  the  Fiscal  Year  Ended  June  30,  2006 


1  he  Public  Employees'  Retirement  Board 
(PERB)  administers  ten  retirement  plans  and 
the  related  member  education  funds.  The  re- 
tirement plans  are  eight  defined  benefit  plans 
and  two  defined  contribution  plans.  The  de- 
finecl  benefit  retirement  plans  are  the  Public 
Employees"  Retirement  System  {PERS- 
DBRP).  Judges"  Retirement  System  (JRS), 
Highway  Patrol  Officers'  Retirement  System 
(HPORS),  Sheriffs"  Retuement  System 
(SRS),  Game  Wardens"  and  Peace  Officers" 
Retirement  System  (GWPORS),  Municipal 
Police  Officers"  Retirement  System 
(MPORS),  Firefighters"  Unified  Retirement 
System  (FURS),  and  the  Volunteer  Firefight- 
ers' Compensation  Act  (VFCA).  The  defined 
contribution  retirement  plans  are  the  Public 
Employees"  Retirement  System  (PERS- 
DCRP)  and  the  Deferred  Compensation  (IRC 
§457)  Plan.  The  PERS-DCRP  was  miple- 
mented  July  1,  2002.  All  PERS  new  hu-es  af- 
ter July  1,  2002  have  a  twelve-month  window 
to  tile  an  election.  The  Deferred  Compensa- 
tion Plan  is  available  to  employees  of  the 
state  and  university  system,  and  to  local  po- 
litical subdivisions  that  contract  for  the  plan. 

PERS  members  are  provided  member  educa- 
tion as  a  tool  to  help  them  decide  between 
participation  in  the  Defined  Benefit  Retke- 
ment  Plan  (PERS-DBRP)  or  the  Defined 
Contnbution  Retirement  Plan  (PERS-DCRP). 
If  members  are  employees  of  the  university 
system  they  have  a  third  choice,  the  Optional 
Retirement  Program  (ORP).  The  plan  choice 
is  a  one-time  irrevocable  election.  Further 
education  is  provided  for  the  members  who 


choose  the  PERS-DCRP,  including  informa- 
tion on  investment  choices. 

The  assets  of  each  plan  are  maintained  sepa- 
rately, including  member  education  funds, 
and  may  be  used  only  for  the  payment  of 
benefits  to  the  members  and  administrative 
expenses  of  the  appropriate  plan,  in  accor- 
dance v/ith  the  tenns  of  each  plan  as  pre- 
scribed in  Tide  19,  of  the  Montana  Code  An- 
notated (MCA).  The  financial  statements  are 
presented  by  combining  the  PERS-DBRP  and 
the  DBRP  Education  Fund  and  by  combining 
the  PERS-DCRP,  the  DCRP  Education  Fund 
and  the  DCRP  Disability  Fund.  A  presenta- 
tion of  each  individual  fund  is  shown  at  the 
end  of  the  financial  section. 

A.  SlimiMar>   of  Significant  Account- 
ing Policies 

1.    Basis  OF  Accounting 

The  PERB  is  a  discretely  presented  com- 
ponent unit  Pension  Trust  Fund  of  the 
State  of  Montana  financial  reporting  en- 
tity. The  Montana  Public  Employee  Re- 
tirement Administration  (MPERA),  staff 
of  the  PERB,  prepares  the  accounting  re- 
cords and  financial  statements  for  the  fi- 
duciary/pension trust  funds  using  the  ac- 
cmal  basis  of  accoundng.  For  the  pension 
trust  funds,  member  contributions  are  rec- 
ognized in  the  period  in  which  contribu- 
tions are  due.  Employer  contributions  are 
recognized  when  due  and  the  employer 
has  made  a  fonnal  conmiitment  to  pro- 
vide the  contributions.  Revenues  are  rec- 
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ognized  in  the  accounting  period  in  uhicli 
they  are  earned  and  become  measurable. 
Benefits  and  refunds/distributions  are  rec- 
ognized in  the  accounting  period  in  which 
they  are  due  and  payable.  E.xpenses  are 
recognized  m  the  period  incurred.  Admin- 
istrative expenses  are  financed  through 
investment  earnings  on  the  pension  tmst 
fimd  for  the  defined  benefit  plans.  Inter- 
fund  receivables  and  payables  exist  at 
year-end  because  all  defined  benefit  ad- 
ministrative expenses  are  accounted  tor 
within  PERS-DBRP  and  then  allocated  to 
the  other  defined  benefit  plans  at  year- 
end. 

Adjustments  to  the  fiscal  year  2006  finan- 
cial statements  consist  of  a  prior  period 
adjustment  to  the  PERS-DBRP  plan  for 
prior  years  employer  reporting  errors.  A 
prior  period  adjustment  to  the  457  plan 
include  an  entiy  made  to  balance  the 
fixed  annuity  based  on  the  reconciliation 
process. 

The  PERS  requested  an  inter-entity  loan 
in  the  amount  of  S2,000  from  the  Depart- 
ment of  Administration  general  fund  to 
the  Municipal  Police  Officers  Retirement 
System  (MPORS)  fund  at  the  end  of  fis- 
cal year  2006.  This  loan  was  due  to  a 
check  that  was  returned  for  insufficient 
funds.  This  check  was  processed  before 
June  30,  2006  and  v\as  returned  the  first 
week  of  July.  Department  of  Administra- 
tion (DOA)  treasury  reversed  the  cash 
entnes  as  fiscal  year  2006,  putting  the 
MPORS  fijnd  in  the  situation  of  negative 
cash  at  June  30,  2006.  This  loan  was  re- 
paid on  August  8,  2006. 

House  Bill  No.  1:  "Appropriate  Funds  for 
Schools,  TRS.  &  PERS"  was  passed  in 
the  Legislative  Special  Session  of  Decem- 
ber 2005.  This  Bill  saw  the  appropriation 


of  S25  million  from  the  Stale  of  Montana 
general  fund  to  the  PERS  pension  trust 
fijnd  for  unfunded  liability.  This  amount 
is  shown  as  a  miscellaneous  revenue  item 
in  the  financial  statements. 

Participants  of  the  PERS-DCRP  are 
charged,  on  a  quarterly  basis,  a  fiat  fee 
plus  a  basis  point  fee  on  their  account  bal- 
ance. The  flat  fee  covers  the  recordkeep- 
ing provided  by  Great  West  Retirement 
Services  (Great  West).  The  basis  point  fee 
is  remitted  to  the  PERB  to  cover  the 
PERB's  administrative  expenses  of  the 
plan.  The  fees  returned  to  the  PERB  are 
recorded  as  Miscellaneous  Revenue  in  the 
financial  statements. 

Participants  of  the  deferred  compensation 
(457)  plan  are  charged  fees,  quarterly, 
based  on  individual  account  balances. 
The  record  keeper,  Great  West,  withholds 
fees  and  after  payment  of  the  Great 
West's  contractual  expenses,  the  excess 
fees  are  remitted  to  the  PERB.  The  excess 
fees,  recorded  as  Miscellaneous  Revenue 
in  the  financial  statements,  are  used  to 
pay  the  PERB's  related  administrative 
e.xpenses. 

2.   Capit.al    assets    and    Equipment 
Used  in  Operations 

Assets  under  $5,000  are  expensed  in  the 
year  purchased.  Assets  valued  at  $5,000 
or  more,  are  recorded  at  cost  less  straight- 
line  depreciation  over  the  estimated  use- 
ful life  of  five  to  ten  years.  Equipment  for 
the  MPERA  consists  of  a  microfiche 
reader/printer  and  a  ser\er.  Capital  assets 
include  the  web-based  employer  reporting 
software  and  the  MPERA  Website. 

The  accumulated  depreciation  on  the  web 
based  reporting  system  is  $1,206,664  as 


A- J: 


of  June  30,  2006.  The  carrying  value  as  of 
June  30,  2006  is  566,318.  For  the  457 
web  based  employer-reporting  system  the 
accumulated  depreciation  as  of  June  30, 
2006  is  $89,263  and  the  caiTying  value  is 
$98,423.  The  accumulated  depreciation 
on  the  MPERA  website  as  of  June  30, 
2006  is  $18,492  and  the  carrying  value  is 
$49,786.  A  new  server  was  purchased  in 
September  2005.  The  accumulated  depre- 
ciation of  the  sener  as  of  June  30,  2006 
is  $1,659  and  the  carrying  value  is 
$6,305. 

3.   Operating  Lease 


value  of  the  investment  or  collateral  secu- 
rities that  are  in  the  possession  of  an  out- 
side party. 

Concentration  of  Credit  Risk  is  the  risk  of 
loss  attributed  to  the  magnitude  of  a  gov- 
ernment's investment  in  a  smgle  issuer. 
Investments  issued  or  explicitly  guaran- 
teed by  the  U.S.  government  are  excluded 
from  the  concentration  of  credh  risk  re- 
quirement. 

Interest  Rate  Risk  is  the  risk  that  changes 
in  interest  rates  will  adversely  affect  the 
fair  value  of  an  investment. 


Operating  leases  are  rental  agreements 
where  the  payments  are  chargeable  as 
rent  and  recorded  as  administrative  ex- 
penses. The  MPERA  entered  into  a  10- 
year  lease  for  office  space  in  November 
2003,  at  the  location  of  100  North  Park. 
The  lease  is  payable  monthly  and  in- 
cludes inflationary  adjustments  over  the 
period  of  the  lease. 

4.   GASB  40  Disclosures 

Effective  June  30,  2005,  the  State  of 
Montana  Board  of  Investments  (BOI), 
Department  of  Commerce,  implemented 
the  provisions  of  the  Governmental  Ac- 
counting Standards  Board  (GASB)  State- 
ment No.  40  -  Deposit  and  Investment 
Risk  Disclosures.  The  definition  of  the 
investment  risk  disclosures  are  as  follows: 

Credit  Risk  is  defined  as  the  risk  that  an 
issuer  or  other  counterparty  to  an  invest- 
ment will  not  fialfiU  its  obligation. 

Custodial  Credit  Risk  for  investments  is 
the  risk  that,  in  the  event  of  the  failure  of 
the  counterparty  to  a  transaction,  a  gov- 
ernment will  not  be  able  to  recover  the 


Foreign  Currency  Risk  is  the  risk  that 
changes  in  exchange  rates  will  adversely 
affect  the  fair  value  of  an  investment. 

If  applicable,  investment  risks  are  dis- 
closed within  the  investment  summaries 
that  begin  on  the  next  page. 

Method  Used  to  Value 
Investments 

According  to  Article  Vlll,  Section  13  of 
the  Montana  Constitution  and  19-2-504, 
MCA,  the  BOI  has  a  fiduciary  responsi- 
bility for  investing  the  defined  benefit 
retirement  plan  assets  on  behalf  of  the 
defined  benefit  plans.  Investments  are 
determined  in  accordance  with  the  statu- 
torily and  constitutionally  mandated 
"prudent  expert  principle."  Pursuant  to 
Article  VIII,  Section  1 5  of  the  Montana 
Constitution  and  19-2-502,  MCA,  the 
PERB  has  a  fiduciaiy  responsibility  for 
the  administration  of  the  pension  trust 
funds.  Investments  are  reported  at  fair 
value.  As  of  June  30,  2006,  there  were  six 
major  diversified  pools,  Montana  Short 
Term  Investment  Pool  (STIP),  Montana 
Domestic   Equity  Pool  (MDEP),   Retire- 
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iiionl  Funds  Bond  Pool  (RFBP),  Montana 
International  Pool  (MTIP),  Montana  Pri- 
vate Equity  Pool  (MPEP)  and  Montana 
Real  Estate  Investment  Pool  (MTRP). 

The  PERS-DCRP  and  the  dcleiTcd  com- 
pensation plan's  fixed  assets  were  in- 
vested and  managed  on  behalf  of  the 
plans  by  Pacific  Investment  Management 
Company  (PIMCO);  State  Street  Bank 
Kansas  City  (SSKC).  The  third  party  re- 
cord keeper.  Great  West  Retirement  Ser- 
vices, tracks  and  reports  the  daily  trading 
and  valuations  of  all  investment  options 
including  the  assets  held  by  the  individual 
mutual  fimd  companies.  In  addition  to  the 
laws  cited  abo\e,  the  PERS-DCRP  is  also 
governed  by  19-3-2122,  MCA  and  there 
are  separate  investment  policies  for  the 
401(a)  defined  contribution  and  457  de- 
ferred compensation  plans.  The  invest- 
ment policies  are  reviewed  on  an  annual 
basis  and  the  investment  options  are  re- 
viewed at  least  annually  by  an  independ- 
ent third  party  consultant  and  investment 
analyst.  In  the  review,  each  investment 
alternative  is  compared  to  its  peers  and 
the  appropriate  benchmark  and  compared 
against  the  relevant  Investment  Policy 
Statement.  In  addition,  each  investment 
alternati\e  is  reviewed  for  other  indica- 
tors including,  but  not  limited  to,  style 
drift,  duplication,  fund  manager  or  other 
organizational  changes.  Investment  alter- 
natives that  are  determined  to  have  a  sub- 
standard performance  rating  or  other 
negative  indicators  may  be  recommended 
for  probation  or  termination.  Investments 
are  reported  at  fair  value  as  of  June  30, 
2006. 

The  following  are  the  PERB  summanes 
of  the  BOI's  fiscal  year  end  statements, 
the  PIMCO  SSKC  contract  and  a  state- 
ment about  the  vanable  investments. 


STIP  portfolio  may  include  asset-backed 
securities,  commercial  paper,  corporate 
and  government  securities,  repurchase 
agreements  and  variable-rate  (floating- 
rate)  instruments.  These  securities  pro- 
vide a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds 
may  be  invested  for  relatively  short  peri- 
ods. State  agencies  are  legally  required  to 
invest  in  STIP  and  the  PERB  elects  to 
have  all  STIP  income  automatically  rein- 
vested. Investments  are  reported  at  fair 
value  based  on  market  prices  supplied  to 
the  BOl  by  the  BOFs  custodial  bank.  The 
unit  value  is  fixed  at  $1.00.  A  purchased 
unit  earns  income  on  the  purchase  date 
and  ceases  to  earn  income  on  the  day  be- 
fore the  unit  is  sold.  STIP  income  reflects 
the  monthly  earnings  of  the  STIP  portfo- 
lio and  is  distributed  on  the  first  calendar 
day  of  the  month,  with  the  exception  of 
the  June  distribution.  Income  for  June  is 
distributed  on  the  last  calendar  day  of  the 
month.  Administrative  expenses  incurred 
by  the  BOl  are  charged  daily  to  STIP 
based  on  their  expenses  applicable  to 
STIP.  As  of  June  30.  2006,  the  canning 
and  fair  \  alue  of  the  underlying  securities 
on  loan,  categorized  as  U.S.  Government 
indirect-backed  bonds,  for  the  Short  Tenn 
Investment  Pool  was  S35, 27 1,669  and 
S35,2 19,601  respecuvely.  STIP  did  not 
participate  in  any  securiUes  lending  trans- 
actions in  fiscal  year  2005.  STIP  is  con- 
sidered an  external  investment  pool  per 
the  Governmental  Accounting  Standards 
Board  (GASB)  Statement  No.  31  and  is 
classified  as  a  ■'2a7-likc"  pool.  STIP  is 
not  registered  with  the  Securities  and  Ex- 
change Commission  (SEC)  but  does  oper- 
ate in  a  manner  consistent  with  SEC 
rules.  Credit  Risk  is  that  the  issuer  of  a 
STIP  security  may  default  in  making 
timely  principal  and  interest  payments. 
Obligations  of  the   U.S.   government   or 
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Credit 

Security  Investment  Type 

Fair  Value 

Quality 

(in  thousands) 

2006 

Rating 

Commercial  Paper 

$  1,421,009 

Al 

Corporate  Fixed 

293,960 

A1  + 

Corporate  Variable-Rate 

224,992 

A1  + 

US  Gov.  Indirect-Backed 

248,885 

A1  + 

Total  Investments 

$  2,188,846 

A1  + 

Securities  Lending 

Collateral  Investment  Pool 

$        36,072 

NR 

obligations  explicitly  guaranteed  by  the 
U.S.  government  are  not  considered  to 
have  credit  risk  and  do  not  require  disclo- 
sure of  credit  quality.  STIP  securities 
have  credit  risk  as  measured  by  major 
credit  rating  services.  STIP  investments 
are  required  to  have  the  highest  rating  in 
the  short-term  category  by  at  least  one 
Nationally  Recognized  Statistical  Rating 
Organization  (NRSRO).  The  table  above 
displays  all  STIP  investments  for  the 
State  of  Montana.  The  PERB  portion  of 
STIP  is  4.0  percent.  Investments  are  cate- 
gorized to  disclose  credit  rate  risk  as  of 
June  30,  2006.  If  a  security  investment 
type  is  unrated,  the  quality  type  is  indi- 
cated by  NR  (not  rated).  As  an  external 
investment  pool,  STIP  has  not  been  rated 
by  the  NRSRO.  For  Custodial  Credit  Risk 
as  of  June  30,  2006,  all  the  investments 
were  registered  in  the  nominee  name  for 
the  BOI  and  held  in  the  possession  of  the 
BOFs  custodial  bank.  State  Street  Bank 
(SSB).  According  to  the  STIP  Investment 
Policy  "repurchase  agreements  require 
electronic  delivery  of  U.S.  Government 
Treasury  collateral,  priced  at  102  percent 
market  value,  to  the  designated  State  of 
Montana  Federal  Reserve  Bank  account." 
Cuiicoitratiu)!  of  Credit  Risk  as  of  June 
30,  2006,  the  STIP  had  concentration  of 
credit  risk  exposure  to  the  Federal  Home 
Loan  Bank  of  6.59%.  As  of  June  30, 
2005,  there  were  no  single  issuer  invest- 


ments that  exceeded  5%  of  the  STIP  port- 
folio. The  STIP  Investment  Policy  State- 
ment does  not  specifically  address  con- 
centration of  credit  risk.  The  policy  does 
provide  for  "minimum  3  percent  or  $15 
million,  wliichever  is  higher,  to  be  in- 
vested in  Repurchase  Agreements."  Inter- 
est Rate  Risk  disclosures  are  not  required 
for  ■'2a7-like"  pools.  Corporate  asset- 
backed  securities  are  based  on  cash  flows 
from  principal  and  interest  payments  on 
underlying  auto  loan  receivables,  credit 
card  receivables  and  other  assets.  These 
securities,  while  sensitive  to  prepayments 
due  to  interest  rate  changes,  have  less 
credit  risk  than  securities  not  backed  by 
pledged  assets.  Vv'hile  variable-rate 
(floating-rate)  securities  have  credit  risk 
identical  to  similar  fixed-rate  securities, 
their  interest  rate  risk  is  more  sensitive  to 
interest  rate  changes.  However,  their  fair 
value  may  be  less  volatile  than  fixed-rate 
securities  because  their  value  will  usually 
remain  at  or  near  par  as  a  result  of  their 
interest  rates  being  periodically  reset  to 
maintain  a  current  market  yield.  STIP  se- 
curity transactions  are  recorded  as  of  the 
trade  date  rather  than  the  settlement  date. 
Because  of  this  generally  accepted  prac- 
tice, the  STIP  portfolio  at  June  30  may 
include  receivables  from  brokers  for  secu- 
rities sold,  but  not  delivered,  and  payables 
to  brokers  for  securities  purchased,  but 
not  received.  There  are  no  legal  risks  that 
the  BOI  is  aware  of  regarding  any  STIP 
investments. 

MDEP  portfolio  may  include  common 
stock,  equity  index,  preferred  stock,  con- 
vertible equity  securities,  American  De- 
positary Receipts  and  equity  derivatives. 
The  MDEP  was  established  in  April 
2003.  Effective  May  1,  2003,  the  retire- 
ment flinds  transferred  all  the  Barclays 
Global  Investors  (BGI)  S&P  500  Equity 
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Index  Fund  A  and  the  Dimensional  Fund 
Advisors  (DFA)  Small  Cap  Subtrust  in- 
vestments totaling  S740  million,  at  cost, 
from  the  All  Other  Funds  portfolio  to  the 
new  pool.  The  pensions  also  exchanged 
their  investment   in   the   Montana   Stock 
Pool  (MTCP)  for  units  in  the  new  MDEP. 
In  July  2003,  the  BOI  closed  the  STIP 
account  and  a  Stock  Performance  Index 
Futures     Fund     (SPIFF)     account     was 
opened  to  securitize  MDEP  cash  by  m- 
\esting  in  an  equity  derivative.  The  value 
of  MDEP  units  purchased  and  sold  by 
participants  is  the  result  of  an  asset  allo- 
cation   decision    and    pool    participants' 
cash  needs.  Investments  are  presented  at 
fair    value.    Unit    values    are    calculated 
weekly  and  at  the  close  of  the  last  busi- 
ness  day   of  the   month.    Equity   invest- 
ments, on  valuation  date,  are  stated  at  the 
closing  price  of  the  security's  primary 
exchange.    Depending    on   stock    market 
conditions   and   the    investment   officer's 
decision,    MDEP   participants   may   then 
buy  or  sell  units  on  the  first  calendar  day 
of  each  month.  MDEP  security  transac- 
tions are  recorded  as  of  trade  date  rather 
than  settlement  date.  Because  of  this  gen- 
erally accepted  practice,  the  MDEP  port- 
folio at  June  30  may  include  receivables 
from  brokers  for  securities  sold  but  not 
delivered,  and  payables  to  brokers  for  se- 
curities purchased  but  not  received.  Ad- 
ministrati\  e  expenses  incurred  by  the  BOI 
are  charged  daily  to  MDEP  based  on  the 
board's  expenses  applicable  to   MDEP. 
The  PERB  portion  of  MDEP  is  60.64  per- 
cent. For  Custodial  Credit  Risk  as  of  June 
30,  2006,  all  the  MDEP  securities  were 
registered  in  the  nominee  name  for  the 
BOI  and  held  in  the  possession  of  the 
BOFs  custodial  bank,  State  Street  Bank. 
The  BGI  S&P  500  Equity  Index  Fund  A. 
S&P   400   MidCap    Equity   Index    fund, 
DV.\  Small  Cap  Subtrust,  Goldman  Sachs 


and  Western  Asset  (WAMCO)  commin- 
gled funds  are  registered  in  the  name  of 
the  Montana  BOI.  Cnnceiitralion  of 
Credit  Risk  as  of  June  30,  2006  -  there 
were  no  single  issuer  investments  that 
exceeded  5%  of  the  .MDEP  portfolio. 

On  October  1 1 ,  2002.  the  BOI  received  a 
summons  and  complaint  regarding  the 
bankruptcy  of  Owens-Coming.  The  com- 
pany seeks  a  determination  that  the  divi- 
dend payments  paid  from  October  1996 
tlirough  July  2000  represent  -'fraudulent 
transfers  under  Chapter  1 1  Bankruptcy 
provisions  and  applicable  state  law,  and 
are,  therefore,  voidable".  The  complaint 
states  the  BOI  was  the  "recipient  of  divi- 
dends in  the  amount  of  $357,099  for  the 
relevant  period".  The  BOI  has  prepared  a 
response  to  the  complaint.  As  of  Septem- 
ber 22,  2006,  this  matter  is  still  pending. 

In  July  2005,  the  BOI  agreed  to  lease  a 
Portfolio  Order  Management  System 
(POMS)  from  Bloomberg  Financial  Ser- 
vices. This  electronic  securities  trading 
system  reduces  trading  time  and  paper- 
work, increases  trading  and  accounting 
accuracy,  and  provides  certain  controls 
not  previously  available.  Electronic  trad- 
ing began  with  the  internally-managed 
component  of  the  MDEP  in  August  2005. 
Implementation  of  electronic  trading  for 
the  STIP  and  the  other  fixed  income  port- 
folios, as  managed  by  the  BOI  staff  was 
completed  in  fiscal  year  2006. 

RFBP  portfolio  includes  corporate  secu- 
rities, foreign  government  bonds,  U.S. 
government  direct-backed,  U.S.  govern- 
ment indirect-backed  and  cash  equiva- 
lents. RFBP  investments  are  presented  at 
fair  value.  Fair  values  are  detemiined, 
primarily,  by  reference  to  fair  market 
prices  supplied  to  the  BOI  by  its  custodial 
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bank.  State  Street  Bank.  Premiums  and 
discounts  are  amortized'accreted  using 
the  straight-line  or  scientific  method  to 
the  call,  average  life  or  maturit>-  date  of 
the  securities.  Unit  values  are  calculated 
weekly  and  at  month  end,  based  on  port- 
folio pricing,  to  allovi^  for  participant 
transactions  to  occur  as  determined  by  the 
BOI's  staff  The  June  30,  2006  unit  value 
of  $99.81  decreased  from  the  June  30, 
2005  unit  value  of  $105.31.  The  yield  on 
longer  term  bonds  increased  during  the 
fiscal  year,  which  has  the  effect  of  de- 
creasing bond  prices  and  the  pool  unit 
value.  The  pension  funds  were  rebalanced 
in  fiscal  year  2006  to  adjust  the  portfolios 
toward  the  stated  equity 'fi.xed  income  al- 
location. RFBP  security  transactions  are 
recorded  as  of  the  trade  date  rather  than 
the  settlement  date.  Because  of  this  gener- 
ally accepted  practice,  the  RFBP  portfolio 
at  June  30  may  include  receivables  from 
brokers  for  securities  sold,  hut  not  deliv- 
ered, and  payables  to  brokers  for  securi- 
ties purchased,  but  not  received.  Accumu- 
lated income  is  distributed  monthly  on  the 
first  calendar  day  of  the  month.  Realized 
portfolio  gains/losses  are  distributed  at 
least  annually.  Administrative  expenses 
incurred  by  the  BOl  are  charged  daily  to 
RFBP  based  on  applicable  BOI  expenses. 
Credit  Risk  is  that  the  issuer  of  a  fixed 
income  security  may  default  in  making 
timely  principal  and  interest  payments. 
RFBP  fixed  income  investments  are  re- 
quired to  be  rated  an  investment  grade  as 
defined  by  Moody's  or  by  S&P  rating 
services.  Refer  to  the  table  at  the  top  of 
the  next  column.  Obligations  of  the  U.S. 
govermnent  or  obligations  explicitly 
guaranteed  by  the  U.S.  government  are 
not  considered  to  have  credit  nsk  and  do 
not  require  disclosure  of  credit  quality. 
For  Custodial  Credit  Risk  as  of  June  30, 
2006,  all  the  investments  were  registered 


Credit 

Security  Investment 

Fair  Value 

Quality 

Effective 

Type  (in  thousands) 

2006 

Rating 

Duration 

Corporate  Bonds 

(Rated)                       $ 

930,859 

A 

5.20 

Corporate  Bonds 

(Unrated) 

13,929 

NR 

3.81 

Foreign  Government 

Bonds 

4,850 

BBB 

5.83 

U.S.  Government 

Direct-Backed 

55,508 

AAA 

6.87 

U.S.  Government 

Indirect-Backed 

722,334 

AAA 

4.73 

State  Street 

Repurchase  Agrmt 

448 

AA- 

NA 

Short  Term 

Investment  Pool 

109,117 

NR 

NA 

Total  Fixed  Income 

Investments              $ 

1,837,045 

Ml 

Mi 

Secunties  Lending 

Collateral  Investment 

Pool                           $ 

84,097 

NR 

NA 

in  the  nominee  name  for  the  BOI  and  held 
in  the  possession  of  the  BOI's  custodial 
bank.  State  Street  Bank.  The  State  Street 
repurchase  agreement  was  purchased  in 
the  State  of  Montana  BOI  name.  As  of 
June  30,  2006  the  RFBP  had  Concentra- 
tion of  Credit  Risk  exposure  to  the  Fed- 
eral Home  Loan  Mortgage  Corp  of 
5.50%.  According  to  the  RFBP  Invest- 
ment Policy,  '"with  the  exception  of  the 
U.S.  government  indirect-backed  securi- 
ties, addhional  RFBP  portfolio  purchases 
will  not  be  made  if  the  credit  risk  exceeds 
2  percent  of  the  portfolio  at  the  time  of 
purchase".  The  RFBP  investment  policy 
does  not  formally  address  Interest  Rate 
Risk.  In  accordance  with  GASB  State- 
ment No.  40,  the  BOI  has  selected  the 
effective  duration  method  to  disclose  in- 
terest rate  risk.  The  table  above  displays 
RFBP  investments  for  the  State  of  Mon- 
tana. The  PERB  portion  of  RFBP  is  50.74 
percent.  If  a  bond  investment  type  is  un- 
rated, the  quality  type  is  indicated  by  NR 
(not  rated).  Both  the  credit  quality  ratings 
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and  duration  have  been  calculated  exclud- 
ing cash  equivalents.  If  duration  has  not 
been  calculated,  duration  is  indicated  by 
NA  (not  applicable). 

Corporate  asset-backed  securities  are 
based  on  cash  tlows  from  principal  and 
interest  payments  on  underlying  auto  loan 
receivables,  credit  card  receivables  and 
other  assets.  These  securities,  while  sensi- 
ti\e  to  prepayments  due  to  interest  rate 
changes,  have  less  credit  risk  than  securi- 
ties not  backed  by  pledged  assets.  The 
Rf  BP  portfolio  holds  REMICs  (Real  Es- 
tate Mortgage  Investment  Conduits)  total- 
ing S387,052  in  amortized  cost  as  of  June 
30,  2006.  These  securities  are  based  on 
separate  or  combined  cash  flows  from 
principal  and  interest  payments  on  under- 
lying mortgages.  The  interest-only  (lO) 
are  more  sensiti\e  to  prepayments  by 
mortgagees  resulting  from  interest  rate 
changes  than  other  REMIC  securities. 
The  10  securities  purchased  in  August 
and  September  1992  carry  an  amortized 
cost  of  S3  as  of  June  30,  2006. 

As  of  June  30,  2005,  Delta  Airlines  Corp. 
presented  a  higher  credit  risk  to  the  BOI. 
The  RFBP  holds  $3  million  par  10.0% 
Delta  Airlines  Corp.  bond  maturing  June 
5,  2013,  a  $1,971  million  par  10.0%  Delta 
Airlines  Corp.  bond  maturing  June  5, 
2011  and  a  S6  million  par  10.U%  Delta 
Airlines  Corp.  bond  mamnng  August  14. 
2012.  Due  to  a  weak  credit  outlook  and 
potential  bankruptcy,  the  BOI  stopped  the 
interest  income  accruals  after  the  Decem- 
ber 2004  and  February  2005  pay  dates. 
Although  the  interest  accruals  were 
stopped,  the  BOI  received  the  interest  due 
in  June  2005  and  August  2005.  The  com- 
bined book  value  of  these  securities  was 
Sll  million  as  of  June  30,  2005.  Due  to 
the  company's  tiling  for  Chapter  1 1  bank- 


ruptcy protection  on  September  14,  2005, 
the  book  values  were  reduced  to  SI. 5  mil- 
lion, S985,500  and  S3  million,  respec- 
tively. On  March  20,  2006,  the  BOI  sold 
these  securities  and  recorded  a  combined 
gainofS892,680. 

As  of  June  30,  2006,  Northwest  Airlines 
Inc.  presented  a  higher  credit  risk  to  the 
BOI.  The  RFBP  held  a  S5.7  million  par 
4.64%  Northwest  Airlines  Inc.  real  estate 
backed  bond  maturing  July  7,  2010.  The 
4.64%  bond  maturing  July  7.  2010  is  se- 
cured by  Northwest  Airlines  Inc.'s  corpo- 
rate headquarters"  building  and  land.  As 
of  June  30,  2005  the  RFBP  held  a  S9.9 
million  par  6.81%  Northwest  Airlines  Inc. 
bond  maturing  February  I,  2020  and  a 
S7.8  million  par  7.935%  Northwest  Air- 
lines Inc.  MBI.A.  Insurance  Corp.  insured 
bond  maturing  April  1,  2019.  The  com- 
bined book  value  of  these  securities  was 
$17.2  million  as  of  June  30.  2005.  On 
September  14,  2005,  the  company  tiled 
for  Chapter  1 1  bankruptcy  protection. 
Due  to  this  action,  the  BOI  stopped  the 
interest  income  accruals  for  the  6.81% 
bond  maturing  February'  1,  2020  after  the 
August  2005  pay  date.  This  issue  was 
sold  on  September  20,  2005  generating  a 
loss  of  S642,183.  The  sale  included  ac- 
crued interest  from  August  1,  2005  to 
September  20.  2005.  Since  the  7.935% 
bond  maturing  April  1,  2019  is  insured  by 
MBIA  Insurance  Corp.  to  support  the 
payment  of  any  interest  due  and  out- 
standing principal  balance,  the  BO!  did 
not  stop  the  interest  income  accrual  or 
reduce  book  value.  On  January'  II,  2006 
Northwest  Airlines  Inc.  called  the  7.935% 
bond  mamring  April  1,  2019  at  par  and 
included  accrued  interest  from  October  1, 
2005  to  Januarv'  II,  2006.  The  BOI  re- 
corded a  gain  of  $132,710  on  this  transac- 
tion. 
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As  of  June  30,  2006,  Burlington  Indus- 
tries, Inc.  presented  legal  and  higher 
credit  risks  to  the  BOI.  The  BOI  owns  a 
Burlington  Industries,  Inc.,  $6  million 
par,  7.25°'o  bond  maturing  September  15, 

2005.  In  September  2000,  the  company 
announced  a  reduction  of  stockholders' 
equity.  Due  to  an  increasing  senior  bank 
line  and  declinmg  credit  trend,  the  bond 
ratings  for  this  issue  were  downgraded,  in 
May  2001,  by  the  Moody's  and  Standard 
&  Poor's  rating  agencies.  During  fiscal 
year  2001,  the  book  value  of  Burlington 
Industries  Inc.  was  reduced  from  the  Au- 
gust 31,  2000  book  value  of  $5.6  million 
to  $2.4  million.  Due  to  the  company's 
filing  for  Chapter  1 1  bankruptcy  protec- 
tion on  November  11,  2001,  the  book 
value  was  reduced  to  $1.2  million.  In  Oc- 
tober 2003,  Burlington  Industries,  Inc. 
received  court  approval  to  sell  its  assets. 
Under  the  company's  recovery  plan,  the 
BOI  received  $1.5  million  in  August  2004 
for  its  unsecured  claim.  This  transaction 
reduced  the  book  value  to  $0  and  gener- 
ated a  gain  of  $254,961.  In  February  2005 
and  May  2005,  the  BOI  received  an  addi- 
tional $208,771  and  $194,247  respec- 
tively for  this  unsecured  claim.  In  May 

2006,  the  BOI  received  an  additional  pay- 
ment of  $158,278.  The  BOI  is  expected  to 
receive  the  final  distribution  in  September 
2006. 

The  BOI  received  a  summons  and  com- 
plaint, dated  September  3,  2002,  regard- 
ing the  sale  of  a  Pennzoil  Quaker  State, 
$5  million  par,  6.75%  corporate  bond  ma- 
turing Apnl  1,  2009.  Deutsche  Bank  Se- 
curities claims  a  "breach  of  contracf"  for 
the  March  25,  2002  sale  of  the  bond  at  a 
price  of  $94,669  plus  accrued  interest. 
Deutsche  Bank  Securities  seeks  damages 
of  $538,632  for  the  additional  costs  in- 


curred to  acquire  the  bond  from  third  par- 
ties, plus  any  statutor>'  interest,  costs  and 
expenses.  On  October  1,  2002,  Shell  Oil 
Company  acquired  Pennzoil  and  subse- 
quently announced  a  public  tender  of 
Pennzoil  Quaker  State  debt.  The  BOI  ten- 
dered the  Pennzoil  Quaker  State  holdings 
on  October  8,  2002  at  a  price  of 
$1 13.099.  The  tender  was  accepted  with  a 
settlement  date  of  November  1,  2002.  On 
November  4,  2002,  the  BOI  received  $5.7 
million  in  principal  and  interest  plus 
$150,000  as  a  consent  fee.  As  of  June  30, 
2006,  this  matter  is  still  pending. 

MTIP  portfolio  includes  equities  with  six 
externally  managed  funds  at  June  30, 
2006:  Schroder  Investment  Management 
NA,  Nomura  Asset  Management,  Bar- 
clays Global  Investors  (BGI)  Equity  In- 
dex Fund  Europe,  Barclays  Global  Inves- 
tors (BGI)  Passive  Pacific  Index  Strategy, 
Dimensional  Fund  Advisors  (DFA)  Inter- 
national Small  Co.,  and  State  Street 
EAFE  ISPIFF.  In  November  2005,  the 
BOI  approved  the  securitization  of  MTIP 
cash  by  investing  in  an  international  eq- 
uity derivative,  the  State  Street  EAFE 
(Europe,  Asia,  Far  East)  International 
Stock  Perfoitnance  Index  Futures  Fund 
(ISPIFF).  MTIP  cash  was  previously  in- 
vested in  the  domestic  SPIFF.  In  Decem- 
ber 2005,  the  BOI  terminated  Pyrtbrd  In- 
ternational, the  European  external  man- 
ager. The  BOI  transferred  $1.2  million 
Pyrford  International  units  held  by  MTIP 
at  a  gain  of  $39.5  million  to  the  BGI  Re- 
structure account.  Closure  of  the  BGI  Re- 
stmcture  account  to  the  BGI  MSCI 
Europe  Index  Fund  resulted  in  additional 
gains  of  $1.5  million.  Because  transac- 
tions are  recorded  as  of  the  trade  date 
rather  than  settlement  date,  the  MTIP 
portfolio  may  include  receivables  from 
brokers  for  securities  sold,  but  not  deliv- 
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MTIP  Cash  by  Currency                  1 

Fair  Value 

Cash  (in  thousands) 

$' 

2006 

Australian  Dollar 

68 

Hong  Kong  Dollar 

699 

Japanese  Yen 

1,317 

South  Korean  Won 

24 

Malaysian  Ringgit 

9 

Philippine  Peso 

3 

Singapore  Dollar 

1,367 

New  Taiwan  Dollar 
Total  Cash                               $_ 

MTIP  Investment  by  Secur 

168 

3,655 

ity  Type 

Security  Investment  Type 

Fair  Value 

(in  thousands) 

$" 

2006 

BGI  MSCI  Europe  Index 

768,769 

BGI  MSCI  Pacific  Index 

65,943 

BGI  Cash  and  Money  Market 

- 

DFA  International  Small  Co. 

93,071 

State  Stree  EAFE  ISPIFF 

30,496 

Schroder  Investment  Mgmt 

139,113 

Nomura  Asset  Management 

Total  Investments 
Securities  Lending  Collateral 

$' 

143,656 

1,241.048 

Investment  Pool 

$ 

31.331 

ered,  and  payables  to  brokers  for  securi- 
ties purchased,  but  not  received.  Invest- 
ments are  presented  at  current  U.S.  dollar 
value  after  conversion  from  foreign  cur- 
rency by  the  custodial  bank.  State  Street 
Bank  and  Trust.  Unit  values  are  calcu- 
lated weekly  and  once  a  month  at  the 
close  of  the  last  business  day  of  the 
month,  based  upon  the  fair  value  of  the 
MTIP  equity  holdings,  other  assets  and 
liabilities.  Based  on  the  BOI  Investment 
Officer's  decision,  participants  are  al- 
lowed to  buy  or  sell  units  on  the  first 
business  day  of  each  month.  Realized 
gains/losses  from  the  sale  of  secunties 
and  related  foreign  e.xchange  transactions 
are  retained  by  each  fund.  MTIP  income 
is  distributed  at  least  monthlv  to  the  re- 


tirement tunds.  net  of  external  manager 
fees  and  administrative  e.xpenses,  on  the 
first  business  day  of  the  following  month. 
For  Custodial  Credit  Risk  as  of  June  30, 
2006.  all  MTIP  securities  were  registered 
in  the  nominee  name  for  the  .Montana 
BOI  and  held  in  the  possession  of  the 
BOFs  custodial  bank.  State  Street  Bank. 
The  BGI  MSCI  Europe  and  Pacific  Index 
and  the  DFA  Small  Company  Portfolio 
are  registered  in  the  name  of  the  Montana 
BOI.  Foreign  Currency  Risk  is  the  risk 
that  changes  in  exchange  rates  will  ad- 
versely affect  the  fair  value  of  an  invest- 
ment. The  MTIP  has  significant  invest- 
ments in  1 1  foreign  countries.  Future  eco- 
nomic and  political  developments  in  these 
countries  could  adversely  affect  the  li- 
quidity or  value  or  both  of  the  securities 
in  which  MTIP  is  invested.  The  table  to 
the  left  discloses  the  investments  by  cur- 
rency and  investment  type  in  U.S.  dollars. 
The  PERB  portion  of  MTIP  is  50.77  per- 
cent. 

MPEP  portfolio  includes  venture  capital, 
leveraged  buyout,  mezzanine,  distressed 
debt,  special  situation  and  secondary  in- 
vestments. The  MPEP  was  established  in 
April  2002  to  allow  retirement  funds  the 
opportunit>'  to  participate  in  the  \enuire 
capital  and  leveraged  buyout  markets  and 
other  private  equity  investments  via  a  di- 
versified pool.  Given  the  complexity  and 
specialization  of  private  equity  invest- 
ment, the  BOI  contracts  with  eleven  pn- 
vate  equity  managers.  The  private  equity- 
managers  include  Adams  Street  Partners 
(fomierly  Brinson  Partners);  Kohlberg, 
Kravis,  Roberts  and  Company  (KXR); 
Welsh  Carson  Anderson  and  Stowe; 
Madison  Dearborn  Partners:  Lexington 
Partners;  Oaktree  Capital  Management; 
ArcLight  Energy  Partners;  Oak  Hill  Capi- 
tal Partners;  JLL  Partners,  Inc.;  Odyssey 
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Investment  Partners  and  Carlyle  Partners. 
Investments  are  presented  at  fair  value 
and  because  no  recognized  market  exists 
for  private  equity  investment,  the  invest- 
ments, on  valuation  date,  are  stated  at  the 
fair  value  reported  in  the  most  recent  ex- 
ternal managers"  valuation  reports.  The 
pool  portfolio  is  priced  quarterly.  Unit 
values  are  calculated  at  month  end  and 
participant  transactions  will  most  likely 
occur  on  a  quarterly  basis.  Based  on  the 
BOI  Investment  Officer's  decision,  par- 
ticipants are  allowed  to  buy,  reinvest  or 
sell  units  on  the  first  business  day  of  each 
month.  Administrative  expenses  incurred 
by  the  BOI  are  charged  daily  to  the 
MPEP  based  on  the  BOfs  expenses  ap- 
plicable to  MPEP.  For  Custodial  Credit 
Risk  as  of  June  30,  2006,  all  MPEP  in- 
vestments were  recorded  in  the  name  of 
the  Montana  BOI.  The  State  Street  Bank 
and  Trust  repurchase  agreement  for 
S447,174,  as  of  June  30,  2005  was  pur- 
chased in  the  Montana  BOI's  name.  This 
repurchase  agreement  was  collateralized 
at  S458,263  by  a  AAA  rated  Federal 
Home  Loan  Mortgage  Corporation  note 
maturing  February  15,  2006.  Foreign 
Currency  Risk  includes  several  MPEP 
investments  that  represent  limited  part- 
nership investments  in  various  foreign 
countries.  Per  GASB  Statement  No.  40, 
no  foreign  currency  risk  disclosure  is  re- 
quired for  these  limited  partnership  in- 
vestments. Private  equity  investments  are 
recognized  as  investments  with  a  higher 
degree  of  risk  with  a  higher  return  poten- 
tial. Specific  Risk  associated  with  MPEP 
is  portfolio  diversification  achieved 
through  multiple  partnership  relationships 
and  investments  diversified  by  time,  fi- 
nancing stage,  industry  sector,  investment 
size  and  geographical  region.  Private  eq- 
uity investments  typically  have  a  low  cor- 
relation relative  to  other  investment  asset 


classes  and  contribute  to  the  reduction  of 
portfolio  risk.  The  PERB  portion  of 
MPEP  is  61.25  percent. 

In  October  2004,  the  BOI  committed  $25 
million  to  Inter  Mountain  Private  Equity 
Partners,  LP,  a  regional  venture  capital 
"ftind  of  funds"  with  Credit  Suisse  First 
Boston  (CSFB),  as  the  General  Partner. 
This  commitment  was  contingent  upon 
CSFB  raising  an  additional  $15  million 
from  other  investors  in  the  region.  De- 
spite best  efforts,  the  Fund  dissolved  May 
2006  and  the  Board's  coimnitment  was 
withdrawn.  For  a  private  equity  commit- 
ment the  BOI  on  August  24,  2006  funded 
the  initial  capital  call  in  Carlyle  Venture 
Fund  III  of  $4.4  million  which  included 
investment  and  management  fees.  In  July 
2006,  the  staff  committed  $25  million  to 
JC  Flowers  Sidecare  Fun  II,  a  buyout 
fund  focused  on  the  global  financial  ser- 
vices industry.  On  August  14,  2006,  the 
board  made  the  initial  investment  of  $1.8 
million.  In  July  2006,  the  staff  committed 
$30  million  to  First  Reserve  Coip  Fund 
XI,  a  buyout  fund  focused  on  the  energy 
industiy.  In  August  2006,  the  staff  com- 
mitted $35  million  to  Lehman  Brothers 
Co-Investment  Fund  I  and  $30  million  to 
CCMP  Capital  Investors  Fund  II.  Both 
managers  invest  in  mid-market  buyout 
funds. 

MTRP  was  approved  by  BOI  on  April 
26,  2006,  to  permit  the  state's  retirement 
systems  to  participate  in  a  diversified  real 
estate  portfolio.  The  BOI  approved  the 
original  MTRP  May  1998,  to  allow  retire- 
ment and  endowment  fiands  the  opportu- 
nity to  participate  in  the  Real  Estate  In- 
vestment Trust  (REIT)  equity  market  via 
a  diversified  pool.  The  original  was  cre- 
ated on  July  I,  1998  by  a  spin-off  of  the 
REIT  stock  investments  held  in  the  Mon- 
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tana  Stock  Pool  (MTCP).  On  March  1, 
2001,  BOl  approved  liquidation  of  the 
MTRP  and  all  REIT  securities  were  sold. 
As  of  June  30.  2001,  all  accounts  related 
to  the  original  Montana  Real  Estate  Pool 
reported  a  zero  balance.  Investments  are 
presented  at  fair  value.  The  MTRP  will 
invest  with  e.xtemal  real  estate  managers 
with  both  open-end  and  closed-end 
pooled  funds.  The  MTRP,  as  an  internal 
investment  pool,  invests  its  excess  cash  in 
the  BOI's  STIP.  The  pension  funds  sold 
STIP  shares  totalmg  S30  million  to  fund 
the  MTRP  on  June  I,  2006.  Each  pension 
fund  participant  was  issued  units  in  the 
new  pool  at  an  initial  unit  value  of  $100. 
Unit  values  are  calculated  on  the  close  of 
the  last  business  day  of  the  month.  Based 
on  the  investment  officer's  decision,  par- 
ticipants may  buy  or  sell  units  on  the  first 
business  day  of  each  month.  MTRP  will 
not  participate  in  security  lending  because 
of  the  characteristics  of  the  portfolio.  At 
June  30,  2006,  no  secunties  were  on  loan 
for  the  MTRP.  Credit  Risk:  STIP,  as  an 
external  investment  pool,  has  not  been 
rated  by  a  Nationally  Recognized  Statisti- 
cal Rating  Organizations  (NRSRO).  The 
six  NRSRO's  include  Standard  and  Poors 
(S&P),  Moody's,  Duff  and  Phelps,  Fitch, 
IBCA  and  Thompsons  Bank  Watch.  The 
Custodial  Credit  Risk  as  of  June  30,  2006 
for  the  MTRP  investment  in  STIP  was 
recorded  in  the  name  of  the  BOI.  The 
Concentration  of  Credit  Risk  as  of  June 
30,  2006  is  MTRP's  single  investment  of 
the  Montana's  STIP.  Interest  Rate  Risk 
according  to  G.-\SB  Statement  No.  40, 
"interest  rate  disclosure  are  not  required 
for  pooled  investments  if  the  pool  is  a  2a- 
7-like  pool".  This  is  the  case  for  the 
MTRP.  Specific  Risks  associated  with 
MTRP  are  achieved  through  multiple 
manager  relationships  and  investments 
diNersified  by  time,  real  estate  type,  real 


estate  size,  and  geographical  region.  As 
of  September  22,  2006  BOl  has  made 
commitments,  but  not  yet  funded,  the  fol- 
lowing real  estate  managers:  AG  Core 
Plus  Realty  Fund  II.  Apollo  Real  Estate 
Finance  Corp.,  ABR  Chesapeake  III,  and 
TA  Associates  Realty  Fund  VIII.  The 
PERB  portion  of  MTRP,  which  only  is 
applicable  to  PERS.  is  15.1  percent. 

All  Other  Funds  (AOF)  Investments  are 

owned  by  various  State  of  Montana  agen- 
cies and  managed  on  their  behalf  by  the 
BOI.  The  portfolio  for  the  pension  plans 
include  real  estate,  mortgages  and  other 
equity.  Fair  values  are  determined,  pri- 
marily, by  reference  to  market  prices  sup- 
plied to  the  BOI  by  its  custodial  bank. 
State  Street  Bank  and  Trust.  The  real  es- 
tate investments  and  residential  and  mul- 
tifamily  mortgages  are  valued  based  on  a 
discounted  cash  flow.  The  mortgages  re- 
ceivable funded  by  the  retirement  systems 
consist  of  residential  mortgages.  As  of 
June  30,  2006,  there  were  no  uncollect- 
ible account  balances  for  mortgages.  Real 
estate  investments  held,  in  part,  for  the 
PERS  include  buildings  at  100  North 
Park  .'\\enue  in  Helena.  MT;  in  2004  a 
building  constaicted  at  2273  Boot  Hill 
Court  in  Bozeman,  MT;  a  building  at 
2401  Colonial  Drive  in  Helena,  MT;  and 
property  located  on  California  Street  in 
Helena,  MT.  The  BOI  also  holds  the 
building  located  at  1712  Ninth  Avenue  in 
Helena,  MT  for  the  sole  benefit  of  the 
PERS.  Credit  Risk  as  of  June  30,  2006  the 
PERB  did  not  hold  fixed  income  invest- 
ments in  the  AOF  financial  statements. 
The  U.S.  government  securities  are  guar- 
anteed directly  or  indirectly  by  the  U.S. 
govenunent  and  are  not  considered  to 
have  credit  risk  and  do  not  require  disclo- 
sure of  credit  qualitv-.  For  Montana  mort- 
gages, there  is  a  lien  on  the  real  estate 
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property.  In  the  event  of  default,  the  prop- 
erty can  be  sold.  Custodial  Credit  Risk  as 
of  June  30,  2006  has  all  other  equity,  real 
estate,  and  mortgage  investments  regis- 
tered in  the  name  of  the  Montana  BOI. 
Concentration  of  Credit  Risk  is  not  ad- 
dressed in  the  investment  policy  state- 
ments. The  single  issuer  for  residential 
mortgages  would  be  the  residential  bor- 
rower and  there  are  no  single  issuers  that 
have  a  principal  balance  in  excess  of  5 
percent.  Interest  Rate  Risk  is  not  formally 
addressed  in  the  AOF  investinent  poli- 
cies. In  accordance  with  GASB  Statement 
No.  40,  the  BOI  has  selected  the  effective 
duration  method  to  disclose  interest  rate 
risk. 

Securities  Lending  Collateral,  governed 
under  the  provisions  of  state  statutes,  au- 
thorizes the  custodial  bank,  State  Street 
Bank  and  Trust,  to  lend  the  BOI's  securi- 
ties to  broker-dealers  and  other  entities 
with  a  simultaneous  agreement  to  return 
the  collateral  for  the  same  securities  in  the 
future.  This  is  accomplished  by  the  BOI 
via  a  Securities  Lending  Authorization 
Agreement.  During  the  period  the  securi- 
ties are  on  loan,  the  BOI  receives  a  fee 
and  the  custodial  bank  must  initially  re- 
ceive collateral  equal  to  102  percent  of 
the  fair  value  of  the  loaned  security  and 
maintain  collateral  equal  to  100  percent 
of  the  fair  value  of  the  loaned  security. 
These  percentages  for  foreign  currency  is 
105  percent  of  both  loaned  secuiity  and 
maintaining  collateral.  The  BOI  retains 
all  rights  and  risks  of  ownership  during 
the  loan  period.  During  fiscal  year  2006, 
State  Street  Bank  and  Trust  loaned,  on 
behalf  of  the  BOI,  certain  securities  held 
by  State  Street  Bank  and  Trust,  as 
custodian,  and  received  U.S.  dollar  and 
foreign  (international  invesing)  currency 
cash,      U.S.      government      securities, 


sovereign  debt  of  foreign  countries,  and 
irrevocable  bank  letters  of  credit.  State 
Street  Banl<  and  Taist  does  not  have  the 
ability  to  pledge  or  sell  collateral 
securities  unless  the  borrower  defaults. 
The  BOI  did  not  impose  any  restrictions 
during  fiscal  year  2006  on  the  amount  of 
the  loans  that  State  Street  Bank  and  Trust 
made  on  its  behalf  There  were  no  failures 
by  any  borrowers  to  return  loaned 
securities  or  pay  distributions  thereon 
during  fiscal  year  2006.  Moreover,  there 
were  no  losses  during  fiscal  year  2006 
resulting  from  a  default  of  the  borrowers 
or  State  Street  Bank  and  Trust.  During 
fiscal  year  2006,  the  BOI  and  the 
borrowers  maintained  the  right  to 
terminate  all  securities  lending 
transactions  on  demand.  The  cash 
collateral  received  on  each  loan  was 
invested,  together  with  the  cash  collateral 
of  other  qualified  plan  lenders,  in  a 
collective  investment  pool,  the  Securities 
Lending  Quality  Trust.  The  relationship 
between  the  average  maturities  of  the 
investment  pool  and  the  BOLs  loans  was 
affected  by  the  maturities  of  the  loans 
made  by  other  plan  entities  that  invested 
cash  collateral  in  the  collective 
investment  pool,  which  the  BOI  could  not 
deteiTmne.  At  year-end,  the  BOI  has  no 
Credit  Risk  exposure  to  borrowers 
because  the  amounts  the  BOI  owes  the 
borrowers  exceed  the  amounts  the 
borrowers  owe  the  system.  For  MTCP 
and  MDEP  as  of  June  30,  2006,  the 
carrying  and  fair  values  of  the  underlying 
securities  on  loan  were  $12  million  and 
$12.6  million,  respectively.  The  cash 
collateral  provided  for  the  securities  on 
loan  totaled  $12.9  million.  For  RFBP  as 
of  June  30,  2006.  the  carrying  and  fair 
values  of  the  underlying  securities  on 
loan  were  $82.1  million  and  $81.7 
million,  respectively.  The  cash  collateral 
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provided  for  the  securities  on  loan  totaled 
S84.1  million  in  cash  and  S38 1.000  in 
securities  collateral.  For  MTIP  as  of  June 
30,  2006,  the  carrying  and  fair  values  of 
the  underlying  securities  on  loan  were 
S3 1.3  million.  The  cash  collateral 
provided  for  the  securities  on  loan  totaled 
$31.3  million. 

Fi.xcd  Investments  are  administered 
through  outside  vendors  Pacific  Invest- 
ment Management  Company  (PIMCO) 
and  custodial  bank  State  Street  Bank 
Kansas  City  (SSKC).  When  participants 
invest  in  the  fi.xed  investment  they  are 
guaranteed  a  rate  of  return.  The  fixed  in- 
vestment employs  a  synthetic  stable  value 
strategy  where  the  investment  manager 
manages  a  diversified  bond  portfolio  and 
the  third  party  insurer  guarantees  the  par- 
ticipants principal  investments  and  earn- 
ings. The  third  party  insurer  resets  the 
rate  of  return  each  quarter. 

The  PERS-DCRP  fi.xed  money  is  invested 
in  a  PIMCO  mutual  fund.  The  deferred 
compensation  fixed  inv  estment  is  a  sepa- 
rately managed  fund  that  is  benchmarked 
against  the  Lehman  Intermediate  Govem- 
ment/'Credit'^'ankee  index  with  a  duration 
not  to  exceed  four  years.  The  minimum 
average  portfolio  quality  must  be  an  A- 
rating;  the  minimum  issue  quality'  must  be 
a  BB-rating  and  the  minimum  commer- 
cial paper  qualit>'  must  be  A2  P2.  The 
quality  ratings  applied  are  the  higher  of 
Moody's.  Standard  &  Poor  or  Fitch. 
PIMCO  has  the  discretion  to  invest  in  a 
broad  array  of  public  and  private  asset 
classes  and  investment  vehicles  includ- 
ing: money  market  instruments;  U.S. 
Treasurv'  and  Agency  notes  and  bonds; 
municipal  bonds;  corporate  securities; 
Yankee  and  Euro  bonds;  mortgage- 
backed  securities:  mortgage  derivatives; 


asset-backed  securities;  convertible  secu- 
rities; non-U. S.  dollar  denominated  secu- 
rities; non-leveraged  staictured  notes;  fu- 
tures; options;  swaps;  credit  default 
swaps;  emerging  market  securities;  and 
PIMCO  pooled  funds.  All  investments, 
including  those  with  derivative  character- 
istics, are  reported  at  fair  value.  PIMCO 
may  not  invest  in:  caps  and  floors;  pre- 
ferred stock;  event-linked  bonds;  and 
bank  loans.  Concentration  of  Credit  Risk 
is  not  addressed  in  the  investment  policy. 
However,  principal  and  rate  of  return  are 
guaranteed  for  participants. 

N'ariable  Investments  are  held  and  man- 
aged by  a  selection  of  retail  and  institu- 
tional mutual  funds,  which  cover  all  stan- 
dard asset  classes  and  categories.  The  se- 
lection of  offered  mutual  funds  is  de- 
signed to  provide  plan  participants  with 
the  ability  to  diversify  and  meet  their  in- 
div  idual  investment  goals  and  strategies. 
The  PERB,  with  the  advice  of  the  statuto- 
rily created  Employee  Investment  Advi- 
sory Council  and  the  assistance  of  an  in- 
dependent contracted  third-party  consult- 
ant and  investment  analyst,  conducts  an 
annual  review  of  the  offered  mutual 
fijnds.  The  goal  of  the  annual  review  is  to 
ensure  the  offered  mutual  hands  meet 
standards  established  in  the  Investment 
Policy  Statement  adopted  by  the  PERB. 
The  investment  policy  states  that 
"Participants  make  individual  investment 
decisions,  subject  to  the  investments  of- 
fered under  the  plan  and.  ultimately,  bear 
the  risks  and  rewards  of  investment  re- 
turns." In  the  annual  review,  each  invest- 
ment alternative  is  compared  to  its  peers 
and  the  appropriate  benchmark.  In  addi- 
tion, each  investment  alternative  is  re- 
viewed for  other  indicators  including,  but 
not  limited  to,  style  drift,  duplication, 
fund    manaaer    or    other    oraanizational 
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changes.  Investment  alternatives  that  are 
detennined  to  have  a  sub-standard  per- 
formance rating  or  other  negative  indica- 
tors may  be  recommended  for  probation 
or  tennination.  During  the  armual  review, 
the  PERB  may  decide  to  retain,  replace  or 
place  m  a  watch  status,  any  of  the  offered 
mumal  ftmds.  Concentration  of  Credit 
Risk  is  not  addressed  in  the  investment 
policy  and  investments  in  mutual  funds 
are  not  required  to  be  disclosed. 

Investments  are  reported  at  fair  value  as 
of  June  30,  2006.  Available  mutual  funds 
are  listed  on  pages  67  and  70  or  a  listing 
can  be  obtained  by  contacting  the 
MPERA. 

B.  Litigation 

Each  of  the  plans  administered  by  the 
PERB  may  be  involved  in  various  claims 
and  legal  actions  arising  in  the  ordinary 
course  of  business.  In  the  opinion  of  man- 
agement and  legal  counsel,  the  disposi- 
tion of  those  matters  will  not  have  a  ma- 
tenal,  adverse  affect  on  any  plans'  finan- 
cial position  as  a  whole. 

A  lawsuit,  Baiimgardner  v.  PER  Board 

(Cause  No.  ADV-2002-450,  First  Judicial 
District),  has  been  filed  challenging  the 
constitutionality  of  that  portion  of  Chap- 
ter 149.  L.  of  2001  which,  in  the  defini- 
tion of  "acaiarial  equivalent",  substimted 
"the  mortality  table  and  interest  rate  as- 
sumptions adopted  by  the  Board"  for  "the 
1971  Group  Annuity  Mortality  Table, 
with  ages  set  back  4  years  and  an  interest 
rate  of  8%  compounded  annually".  This 
amendment  was  effective  March  29, 
2001.  Subsequent  to  the  legislation,  effec- 
tive July  1,  2001,  the  PERB  adopted  new 
actuarial  assumptions,  including  new 
mortality  tables,  resulting  in  new  actuarial 


equivalent  option  factors.  The  legal  chal- 
lenge is  the  use  of  these  new  actuarial 
equivalent  option  factors  in  detemiining 
the  actuarial  equivalent  benefit  payout 
when  a  single  life  benefit  is  converted  to 
an  alternate  form  of  benefit  payment.  The 
plaintiff  seeks  recalculation  of  benefit 
payments  and  attorney's  fees.  The  action 
was  filed  by  a  PERS  member,  but  was 
certified  as  a  class  action  lawsuit  and 
could  affect  other  systems  where  mem- 
bers have  the  option  to  choose  a  benefit 
payment  other  than  for  the  member's  life 
only. 

Tliree  constitutional  claims  have  been 
made;  1)  that  the  legislation  contained 
more  than  one  subject  matter,  not  prop- 
erly reflected  in  the  title;  2)  that  the  legis- 
lation was  an  unconstitutional  delegation 
of  legislative  authority;  and  3)  that  the 
legislation  constituted  an  unconstitutional 
impainnent  of  contract.  The  District 
Court  dismissed  the  first  claim;  found  in 
favor  of  the  plaintiff  on  the  second  claim; 
and  has  not  ruled  on  the  third  claim.  The 
Montana  Supreme  Court  (Cause  No.  04- 
861)  reversed  the  District  Court's  mling 
on  the  second  issue,  and  the  case  has  been 
returned  to  the  District  Court  on  remitti- 
tui".  The  Plaintiff  requested  amendments 
to  his  complaint  alleging  two  additional 
claims,  violation  of  equal  protection  and 
noncompliance  with  the  Montana  Admin- 
istrative Procedure  Act  in  the  adoption  of 
the  new  option  factors.  The  District 
Court  denied  the  plaintiffs  request  to 
amend  his  complaint. 

An  adverse  decision  would  have  different 
actuarial  consequences  depending  on  the 
breadth  of  the  court's  ultimate  decision. 
Accurately  assessing  the  chances  of  ulti- 
mately prevailing  on  the  remaining  claim 
is  veiy  difficult  due  to  the  complexity  of 
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the  issues  presented  and  the  status  of  the 
case.  This  case  is  expected  to  be  heard  in 
November  2006. 

Bean,   et  at  v.    Montana  and  MPERA 

(Cause  No.  ADV-2004-707.  First  Judicial 
District)  challenges  the  constimtionality 
of  Chapter  290,  L.  of  2001  which  allowed 
firefighters  hired  by  the  Montana  Air  Na- 
tional Guard  on  or  after  October  1,  2001 
to  join  the  Firefighters'  Unified  Retire- 
ment System  (FURS)  rather  than  the  Pub- 
lic Employees"  Retirement  System 
(PERS).  Plaintiffs,  hired  before  October 
1,  2001,  claim  the  law  is  a  violation  of 
equal  protection  and  seek  coverage  under 
FURS.  A  counterclaim  seeks  proper 
FURS  employee  contributions  from 
plaintiffs  if  they  are  determined  to  be  cov- 
ered by  FURS.  Cross  motions  for  sum- 
maiA  judgment  were  filed,  following 
which  District  Judge  Dorothy  McCarter 
detennined  that  the  legislation  violates 
the  equal  protection  clause  of  the  consti- 
tution. Pending  determination  of  attorney 
fees  to  be  awarded,  the  matter  will  be  ap- 
pealed to  the  Montana  Supreme  Court.  If 
the  lower  court's  decision  stands,  the 
PERB  will  then  detennine  the  proper 
remedy.  If  the  statute  is  in  fact  unconsti- 
tutional, members  hired  on  or  after  Octo- 
ber 1,  2001  may  be  moved  to  PERS. 
Meanwhile,  "new"  members  remain  in 
FURS  and  members  hired  prior  to  Octo- 
ber 1,  2001  remain  in  PERS.  The  actuar- 
ial impact  on  the  PERS  and  FURS  has  not 
been  determined.  However,  a  material 
actuarial  impact  of  an  adverse  decision  is 
remote. 

Hull  V.  State  of  Montana  and  the  Public 
liniployees'  Retirement  Board  (Cause 
No.  05-124,  Montana  Supreme  Court) 
was  appealed  to  the  Montana  Supreme 
Court  from  a  District  Court  decision  dis- 


missing a  FURS  equal  protection  claim 

on  a  statute  of  limitations  basis.  The 
Montana  Supreme  Court  upheld  the  dis- 
missal, but  for  different  reasons.  Specifi- 
cally, the  court  determined  that  it  is  the 
employer's  responsibility  to  determine 
the  amount  of  compensation  that  should 
be  reported  to  the  PERB  for  each  em- 
ployee. The  PERB  did  not  err  in  receiving 
contributions  and  paying  retirement  bene- 
fits based  on  compensation  reported  to 
the  PERB  by  the  plaintiffs"  employers. 
No  actuarial  impact,  material  or  other- 
wise, resulted  from  this  detemimation. 

Internal  Revenue  Service  Voluntary 
Correction  Program  Filing  (September 
7,  2005).  .VIPERA  has  identified  an  em- 
ployer who  has  claimed  as  compensation 
the  amounts  paid  for  group  insurance  that 
were  not  paid  by  employees  through  a 
properiy  administered  IRC  Section  125 
plan.  This  procedure  was  used  for  the  em- 
ployer's PERS.  MPORS.  and  FURS  con- 
tributions for  a  number  of  years.  The 
identified  employer  has  proposed  a  self- 
correction  plan  for  its  Section  125  plan 
which,  if  acceptable  to  the  IRS  and  ap- 
plied to  all  affected  employers,  would  set- 
tle the  issue  without  unanticipated  finan- 
cial consequences  to  the  pension  funds. 
Acceptance  is  pending. 

The  PERB  filed  a  Voluntar>'  Correction 
Program  Filing  with  the  IRS.  seeking  ap- 
proval of  the  PERB's  related  rules  and 
policies,  and  approval  of  the  PERB's  ac- 
ceptance of  the  employer's  self-correction 
plan.  The  IRS  has  voiced  acceptance  of 
the  PERB's  proposal  for  all  individuals 
other  than  highly  compensated  employees 
(HCEs).  The  PERB  has  acquiesced  to 
correcting  the  reporting  error  with  respect 
to  the  one  HCE,  and  is  awaiting  IRS  ap- 
proval. Meanwhile,  MPERA  is  working 
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with  the  Montana  Department  of  Reve- 
nue's Local  Government  auditors  to  in- 
clude IRC  Section  125  plan  issues  in  that 
Department's  random  audits  to  avoid  fu- 
ture issues.  Given  the  IRS's  tentative  ap- 
proval of  the  PERB's  VCP,  the  probabil- 
ity of  a  net  material,  adverse  affect  on  any 
plan's  financial  position  as  a  whole  is  re- 
mote. 

Thane  v.  Montana  Public  Employee  Re- 
tirement Administration.  Mr.  Thane  re- 
cently requested  that  he  be  permitted  to 
transfer  his  Teacher's  Retirement  system 
(TRS)  service  into  the  Public  Employees' 
Retirement  System  (PERS).  Based  on  19- 
3-511(3),  MCA,  MPERA  pennits  transfer 
of  TRS  ser\'ice  to  PERS  on  a  month-to- 
month  basis.  Therefore,  if  the  member 
worked  nine  months  in  TRS-covered  em- 
ployment over  the  course  of  a  fiscal  year, 
the  member  receives  nine  months  sei'vice 
credit  in  PERS  for  that  time.  Mr.  Thane 
believes  he  should  receive  12  months  ser- 
vice credit  in  PERS  for  each  year  he 
worked  in  a  TRS-covered  position,  re- 
gardless the  number  of  months  actually 
worked  in  that  year.  If  Mr.  Thane  pre- 
vails, he  will  receive  a  total  of  24  addi- 
tional months  of  service  credit  in  PERS  at 
no  additional  cost.  The  total  increase  of 
all  past  TRS  members  who  transfer  their 
TRS  time  to  PERS  is  unknown,  but  the 
impact  to  PERS  could  be  material  should 
Mr.  Thane  prevail. 


C.  Debt  Oblig.ation 

The  PERS  defined  contribution  retire- 
ment plan  has  an  implementation  loan 
through  the  Department  of  Administra- 
tion, with  the  BOI.  Authorization  for  the 
INTERCAP  loan  was  provided  by  the 
Legislature,  Chapter  471,  Laws  of  1999. 
Five  draws  were  taken  in  the  total  amount 
of  $1,498,000.  Interest  repayments  began 
immediately  following  the  draws.  Princi- 
pal repayments  began  August  15,  2003, 
the  year  following  the  DCRP  implemen- 
tation date.  The  loan  was  renegotiated  as 
a  single  sum  in  fiscal  year  2004  to  be  re- 
paid over  a  period  of  15  years.  The  inter- 
est rate  is  variable  and  changes  eveiy 
Febniary,  impacting  the  interest  due  on 
the  outstanding  principal  balance.  The 
financial  statements  report  the  long-term 
payable  in  Advances  from  Primaiy  Gov- 
ermnent  for  the  amount  $1,360,195.  The 
additional  $20,000  is  reported  in  Due  To 
Primary  Government  as  a  current  pay- 
able. 

Debt  service  requirements  (principal  and 
interest)  for  the  defined  contribution  plan 
are  explained  in  the  chart  on  the  top  of  the 
next  page. 
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Schedule  of  Debt  Repay 

ment 

INTERCAP  Loan 

Fiscal  Year 

Ended 

Rate* 

Principal 

Interest 

Total 

2007 

4.75% 

$       20,000        $ 

65.320 

$       85,320 

2008 

4.75% 

30,000 

64,075 

94,075 

2009 

4.75% 

40,000 

62,878 

102,878 

2010 

4.75% 

50,000 

60,686 

110,686 

2011 

4.75% 

70,000 

58,071 

128,071 

2012-2018 

4.75% 

1,170,195 
$  1,380,195 

247,636 

1,417,831 

$  1,938,861 

*  Interest  rate 

is  variable.  As  of  June  30,  2006  the  interest  rate  was 

4.75  %. 

D.  Plan   mf.mblrsiiip,   descriptions 

AM)  CONTRIBLl  ION  INFORMATION 

The  plans  are  established  and  amended 
stalulorily  by  the  Legislature.  In  all 
detmed  benefit  plans  (except  V'FCA),  if  a 
member  leaves  covered  employment 
before  retirement,  the  member 
contributions  plus  accaied  interest  may 
be  refunded  to  the  member.  If  a  member 


returns  to  service  and  repays  the 
withdrawn  contributions  plus  the  interest 
the  contributions  would  have  earned  had 
they  remained  on  deposit,  membership 
service  is  fully  restored.  Membership  of 
each  plan  as  of  June  30,  2006  and  June  30 
2005  is  detailed  in  the  charts  below  and 
on  the  following  pages: 


PI  Rs 

Dimp  M 

I'tnbt 

rship 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

524 

530 

.Active  plan  members 

27,962 

28,213 

Ret 
ing 

rees  and  beneficiaries  receiv- 
benefits 

Terminated  plan  members  entitled  to 
but  not  yet  receiving  benefits  or  a  re- 
fund 

Service  Retirements 

14,988 

14.579 

Vested 

2,530 

2,418 

Disability  Retirements 

342 

338 

Non-vested 

7.178 

8.153 

Survivor  Benefits 

324 

303 

9.708 

10.571 

15.654 

15.220 

■)-■;/ 


JRS  Meinb 

ership 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

1 

1 

Active  plan  members 

50 

50 

Retirees  and  beneficiaries 
receiving  benefits 

Terminated  plan  members  entitled  to 

Service  Retirements 

49 

47 

but  not  yet  receiving  benefits  or  a 

refund 

Vested 

3 

4 

Disability  Retirements 

- 

- 

Non-vested 

- 

- 

Survivor  Benefits 

2 

2 

3 

4 

51 

49 

HPORS  Membership 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

1 

1 

Active  plan  members 

197 

201 

Retirees  and  beneficiaries 
receiving  benefits 

Terminated  plan  members  entitled  to 

Sei-vice  Retirements 

265 

258 

but  not  yet  receiving  benefits  or  a 

refund 

Vested 

13 

10 

Disability  Retirements 

7 

8 

Non-vested 

11 

9 

Survivor  Benefits 

10 

10 

24 

19 

282 

276 

SRS  Mem 

bership 

2006       2005 

2006 

2005 

Number  of  participating  employers 

57           56 

Active  plan  members 

1,006         680 

Ret 

ing 

rees  and  beneficiaries  receiv- 
benefits 

Terminated  plan  members  entitled  to 
but  not  yet  receiving  benefits  or  a  re- 
fund 

Service  Retirements 

313 

291 

Vested 

39          42 

Disability  Retirements 

33 

34 

Non-vested 

102           81 

Survivor  Benefits 

15 

15 

141          123 

361 

340 
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GWPORS  M. 

.-mbership 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

7 

8 

Acti\  e  plan  members 

793 

711 

Ret 
ing 

rees  and  beneficiaries  receiv- 
benefits 

Temiinated  plan  members  entitled  to 
but  not  yet  receiving  benefits  or  a  re- 
fund 

Ser\  ice  Retirements 

102 

91 

Vested 

30 

22 

Disability  Retirements 

1 

- 

Non-\ested 

81 

81 

Survivor  Benefits 

3 

3 

111 

103 

106 

94 

iMPORS  Membership 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

22 

22 

Acti\e  plan  members 

617 

605 

Retirees  and  beneficiaries  receiving 
benefits 

Terminated  plan  members  entitled  to  but 
not  yet  receiving  benefits  or  a  refund 

Service  Retirements 

538 

532 

Vested 

29 

26 

Disability  Retirements 

14 

15 

Non-vested 

40 

35 

Sur\i\or  Benefits 

28 

28 

69 

61 

580 

575 

H  RS  Mem 

bcrship 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

17 

15 

Active  plan  members 

467 

444 

Retirees  and  beneficiaries  receiving 

benefits 

Terminated  plan  members  entitled  to  but 
not  yet  receiving  benefits  or  a  refund 

Service  Retirements 

480 

477 

Vested 

10 

13 

Disability  Retirements 

6 

3 

Non-vested 

64 

50 

Survivor  Benefits 

23 

24 

74 

63 

500 

504 
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VFCA  Men 

bership 

2006       2005 

2006 

2005 

Active  plan  members 

2,733      2.754 

Retirees  and  beneficiaries 
receiving  benefits 

Terminated  plan  members  entitled  to 

Service  Retirements 

994 

959 

but  not  yet  receiving  benefits 

Vested 

687         687 

Disability  Retirements 

- 

- 

Survivor  Benet"its 

7 

7 

1.001 

966 

PERS-DCRP 

Membership 

2006 

2005 

2006 

2005 

Number  of  participating  employers 

229 

230 

Active  plan  members 

1.362 

1,136 

Retirees  and  beneficiaries  receiving 
benefits 

Tenninated  plan  members  entitled  to 

Benefit  Payments 

2 

10 

but  not  yet  receiving  benefits  or  a 

refund 

Vested 

95 

61 

Disability  Payments 

- 

- 

Non-vested 

182 

93 

Sur\  i\  or  Payments 

- 

3 

277 

154 

1 

13 

Deferred  Compensation  (457)  Membership 


2006       2005 


Number  of  participating  employers 
that  provide  contributions  on 
members"  behalf 


Number  of  participating  plan  members 
that  are  actively  contributing  to  their 
deferred  compensation  accounts 


2006       2005 


Number  of  participating  employers  12  10       Number  of  participating  plan  members        7.935      7.759 


5.357     5,281 
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Public  Employees '  Retirement  System-DBRP  (PERS-DBRP) 


Plan  Description.  The  PERS-Defined 
Benefit  Retirement  Plan  (DBRP)  is  a  multi- 
ple-employer, cost-sharing  plan  established 
July  1,  1945,  and  goxcmed  by  Tule  19,  chap- 
ters 2  &  3,  Montana  Code  Annotated  (MCA). 
This  plan  covers  the  State,  local  go\emments 
and  certain  employees  of  the  university  sys- 
tem and  school  districts. 

All  new  hires  are  initially  members  of  the 
PERS-DBRP.  New  hires  have  a  12-month 
window  during  v\hich  they  may  choose  to 
remain  in  the  PERS-DBRP  or  join  the  PERS- 
DCRP.  Members  may  not  be  members  of 
both  the  defined  coiUribiition  and  defined 
benefit  retirement  plans.  The  choice  is  irrevo- 
cable. All  new  hires  of  the  universities  also 

PERS-DBRP  Summary  of  Benefits 


have  a  third  option  to  join  the  university  sys- 
tem's Optional  Retirement  Program  (ORP). 
For  members  that  choose  to  join  the  PERS- 
DCRP  or  the  ORP,  a  percentage  of  the  em- 
ployer contribution  will  be  used  to  maintain 
the  funding  of  the  PFRS-DBRP. 

The  PERS-DBRP  provides  retirement,  dis- 
ability and  death  benefits  to  plan  members 
and  their  beneficiaries.  Benefits  are  estab- 
lished by  state  law  and  can  only  be  amended 
by  the  Legislature.  Benefits  are  based  on  eli- 
gibility, years  of  ser\  ice  and  highest  average 
compensation.  Member  rights  are  vested  after 
five  years  of  service.  A  brief  summary  of  eli- 
gibility and  benefits  follows: 


Member's  highest  average  compeusation  (HAC) 

Highest  average  compensation  during  any  consecutive  36  months 

Eligible  for  benefit 

Service  retirement: 

30  years  of  membership  service,  any  age; 

Age  60,  5  years  of  membership  service;  or 

Age  65,  regardless  of  service 
Early  retirement,  actuarially  reduced: 

Age  50,  5  years  of  membership  service;  or 

Any  age,  25  years  of  membership  service 

Vesting       5  years  of  membership  service 

Monthly  benefit  formula 

Less  than  25  years  of  membership  service:  L785%  of  HAC  per  year  of  service  credit; 
25  years  of  membership  service  or  more:  2%  of  HAC  per  year  of  service  credit 

Guaranteed  Annual  Benefit  Adjustment  (GAB.\) 

After  the  member  has  completed  12  full  months  of  retirement,  the  member's  benefit  increases 
by  a  maximum  of  3%  each  January,  inclusive  of  other  adjustments  to  the  member's  benefit 
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At  June  30,  2006  PERS  had  524  participating  employers,  a  decrease  of  6  from  FY2005.  The 
participating  employers  consist  of: 


PERS-DBRP  EMPLOYERS 

Employers 

June  30. 

2006 

June  30, 2005 

State  Agencies 

36 

35 

Counties 

55 

55 

Cities  and  Towns 

94 

95 

Colleges  and  Universities 

5 

5 

School  Districts 

233 

238 

High  Schools 

6 

5 

Other  Agencies 

95 

97 

Total 

524 

530 

Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rate  for  fiscal  year 
2006  was  6.9%  of  PERS-covered  payroll. 
Contributions  are  deducted  from  each  mem- 
ber's salary  and  remitted  by  participating  em- 
ployers. An  individual  account  is  established 
for  each  member's  contributions  and  interest 
allocations  until  a  request  for  retirement  or 
refund  is  processed.  Each  state  agency  and 
university  system  employer  contributed  6.9% 
of  PERS-covered  payroll  during  fiscal  year 
2006.  Participating  local  governments  and 
school  district  employers  contributed  6.8%  of 
PERS-covered  payroll  during  fiscal  year 
2006.  The  State  contributed  the  remaining 
0.1%  for  local  governments  and  school  dis- 
trict employers  from  the  state  general  fund.  A 
percentage  of  the  employers'  contributions  is 
used  to  fund  the  employee  education  pro- 
gram. (Reference  Schedule  of  Contribution 
Rates  on  page  76). 

Plan  Membership  Elections:  MPERA 
has  also  included  in  the  financial  statements 
transfers  of  $1,064,447  to  Transfers  to  DCRP 


and  $183,135  to  Transfers  to  ORP.  These 
transfers  reflect  the  DCRP  and  ORP 
contributions  of  participants  that  filed 
elections  at  or  near  the  June  30  cutoff  date 
but  the  contributions  were  moved  in  early 
tlscal  year  2007. 

Effective  July  1,  2005,  Senate  Bill  270  pro- 
vided membership  for  county  detention  offi- 
cers in  the  SRS.  All  detention  officers  hired 
after  July  1,  2005  will  be  in  the  SRS.  Existing 
detention  officers  may  elect  to  remain  in  the 
PERS  or  elect  to  become  a  member  of  the 
SRS. 


PERS-DBRP  Active  Membership 

by  Employer  Type 

Employer  Type 

June  30,  2006 
10,607 

June  30,  2005 

State  Agencies 

10,549 

Counties 

5,225 

5,526 

Cities 

3,061 

3,002 

Universities 

2,615 

2,642 

High  Schools 

66 

56 

School  Districts 

5,258 

5,312 

Other  Agencies 
Total 

1,130 
27,962 

1,126 

28,213 
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Additional  Service  Puiehase.  A  pro\i- 
sion  (19-2-706,  MCA)  related  to  the  Em- 
ployee Protection  Act  allows  state  and  uni- 
versity system  employees,  who  are  eligible 
for  a  service  retirement  and  whose  positions 
have  been  eliminated,  to  have  their  employer 
pay  a  portion  of  the  total  cost  of  purchasing 
up  to  three  years  of  "l-for-5"  additional  ser- 
vice. The  total  number  of  participants  de- 
creased at  the  end  of  fiscal  year  2006.  This 
decrease  was  due  to  165  employees  under 
HB490  being  removed  from  the  count  be- 
cause the  outstanding  accounts  were  paid  in 
full  in  fiscal  year  2006.  The  remaining  em- 
ployees participating  under  HB567  increased 
from  158  m  fiscal  year  2005  to  165  in  fiscal 
year  2006.  The  employer  has  up  to  ten  years 
to  complete  payment  for  the  service  pur- 
chases and  is  charged  8%  interest  on  the  un- 
paid balance.  The  retirement  incentive  contri- 
butions received  (including  interest)  during 
fiscal  year  2006  totaled  $123,784.  The  out- 
standmg  balance  at  June  30,  2006,  totaled 
$49,261. 

Public  Einpluyees  '  Retirement  System- 
DBRF  Education  Fund:  Education  is  pro- 
vided to  all  members  of  the  PERS  regardless 
of  plan  choice  as  governed  by  section  19-3- 
1 12,  MCA.  The  education  must  be  presented 
with  impartial  and  balanced  infonnation 
about  plan  choices,  investments  and  retire- 
ment planning. 


riie  education  program  consists  of  three  pri- 
mary components; 

1)  initial  transfer  education  -  complete  as  of 
July  1,2003. 

2)  ongoing  transfer  education  -  for  new  hire 
members  after  the  July  I,  2002  plan  start 
date;  and 

3)  ongoing  investment/retirement  planning 
education  -  for  all  active  members. 

The  education  program  was  tlinded  by  0.04% 
of  PERS-covered  payroll  in  fiscal  year  2006. 

Actuarial  Status:  The  statutory  funding 
rate  is  tested  in  the  valuation  to  detemiine  if  it 
is  sufficient  to  cover  the  Nonnal  Cost  Rate 
plus  an  amortization  payment  of  the 
Unfunded  Actuarial  Liability,  if  any.  over  no 
more  than  30  years.  Based  on  the  current 
Actuarial  Value  of  Assets  and  all  fliture 
experience  emerging  as  assumed,  the 
Unfunded  Actuarial  Liability  will  not  be 
amortized  over  the  next  30  years.  In  general, 
the  deterioration  of  the  funded  status  is 
primarily  due  to  the  dramatic  decline  in  the 
domestic  equit>-  markets  from  2000  through 
2002.  Based  on  the  actuarial  assumptions  as 
of  June  30,  2006,  an  additional  funding  rate 
of  1.01%  of  payroll  would  be  required  to 
fund  the  cuirent  and  projected  benefits  from 
the  DB  plan  in  accordance  with  GASH 
standards  and  state  law. 


Judges '  Retirement  System  (JRS) 


Plan  Description.  The  JRS  is  a  single- 
employer  defined  benefit  plan  established  in 
1967,  and  governed  by  Title  19,  chapters  2  & 
5  of  the  MCA.  This  system  provides  benefits 
for  all  Montana  judges  of  the  district  courts, 
justices  of  the  Supreme  Court,  and  the  Chief 
Water  Judge.  Benefits  are  established  by  state 
law  and  can  only  be  amended  by  the  Legisla- 


ture. The  JRS  provides  retirement,  disability 
and  death  benefits  to  plan  members  and  their 
beneficiaries.  Benefits  are  based  on  eligibil- 
ity, years  of  service  and  compensation.  Mem- 
ber rights  are  vested  after  fi\e  \ears  of  ser- 
vice. A  brief  summar)  of  eligibilit%  and  bene- 
fits is  on  the  follow  ing  page: 


JRS  Summary  of  Benefits 

Member's  current  salary'  or  highest  average  compensation  (HAC)^ 

'Hired  prior  to  July  1,  1997  and  non-GABA  -  monthly  compensation  at  time  of  retirement; 
"Hired  after  June  30,  1997  or  electing  GABA  -  HAC  during  any  consecutive  36  months 

Eligibility  for  benefit 

Age  60,  5  years  of  membership  service; 

Any  age  with  5  years  of  membership  service  -  involuntary  termination,  actuarially  reduced 

Vesting       5  years  of  membership  service 

Monthly  benefit  formula 

3  1/3%  of  current  salary'  (non-GABA)  OR  HAC"  (GABA)  per  year  of  service  credit  for  the  first 
15  years,  plus  1.785%  per  year  for  each  year  after  15  years 

Guaranteed  Annual  Benefit  Adjustment  (GABA) 

Hired  after  July  1,  1997,  or  those  electing  GABA  -  after  the  member  has  completed  12  full 
months  of  retirement,  the  member's  benefit  increases  by  a  maximum  of  3%)  each  January,  inclu- 
sive of  all  other  adjustments  to  the  member's  benefit 

Minimum  benefit  adjustment  (non-GABA) 

Hired  prior  to  July  1,  1997  -  cun-ent  salary  is  used  in  the  calcularion  of  the  monthly  benefit  each 
time  the  Legislature  increases  salaries  for  active  judges. 

At  June  30,  2006  JRS  had  one  participatmg  employer,  the  same  as  FY2005.  The  participating 
employer  consists  of: 


JRS  EMPLOYERS 

Employer 

June  30. 2006    June  30. 2005 

State  Agency  -  Supreme  Court 

i                        i 

Total 

1                         1 

Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rate  for  fiscal  year 
2006  was  7.0%  of  the  member's  monthly 
compensation.  Contributions  are  deducted 
from  each  member's  salary  and  remitted  by 
the  participating  employer.  An  individual  ac- 
count is  established  for  each  member's  con- 
tributions and  interest  allocations  until  a  re- 
tirement or  reftind  request  is  processed.  As 


the  employer,  the  State  contributed  25.81% 
of  the  total  JRS-covered  payroll  to  the  retire- 
ment plan  during  fiscal  year  2006. 
(Reference  Schedule  of  Contnbution  Rates 
on  page  76). 


JRS  Active  Membership  by  Employee  Type 

Employee  Type         June  30,  2006 

June  30,  2005 

GABA                                         27 

Non-GABA                                23 

Total                                       50 

25 
25 

50 
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Highway  Patrol  Officers'  Retirement  System  (HPORS) 


Plan  Description.  The  HPORS  is  a  single-  Legislature.  The  HPORS  provides  retirement, 

employer,   det'med  benefit  plan   established  disability  and  death  benefits  to  plan  members 

July  1,  1971,  and  governed  by  Title  19,  chap-  and  their  beneficiaries.  Benefits  are  based  on 

ters  2  &  6  of  the  MCA.  This  system  pro\  ides  eligibility,  years  of  ser\'ice  and  highest  aver- 

retirement   benefits   to   all   members   of  the  age  compensation.  Member  rights  are  vested 

Montana  Highway  Patrol,  including  supen  i-  after  five  years  of  service.  A  brief  summary 

sopy'  personnel.  Benefits  are  established  by  of  eligibility  and  benefits  follows: 
state  law  and  can  only  be  amended  by  the 

HPORS  Summary  of  Benefits 

Member's  highest  average  compeiisatiou  (H.\C) 

Highest  average  compensation  during  any  consecutive  36  months 

Eligibility  for  benefit 

20  years  of  membership  service,  regardless  of  age; 

Early  Retirement 

5  years  ot"  membership  service,  actuarially  reduced  from  age  60 

Vesting       5  years  of  membership  service 

Monthly  benefit  formula 

2.5%  of  HAC  per  year  of  service  credit 

Guaranteed  Annual  Benefit  Adjustment  (GABA) 

Hired  after  July  1,  1997,  or  those  electing  G.ABA  -  after  the  member  has  completed  12  full 
months  of  retirement,  the  member's  benefit  increases  by  a  maximum  of  3%  each  January,  inclu- 
sive of  all  other  adjustments  to  the  member's  benefit 

Minimum  benefit  adjustment  (non-G.\BA) 

Hired  prior  to  July  1,  1997  -  monthly  benefits  for  non-G.A.BA  members  are  increased  each  July 
when  they  foil  below  a  statutorily  guaranteed  minimum.  Any  annual  increase  is  limited  to  5% 
over  the  current  benefit  and  may  not  exceed  60"  o  of  the  ciurent  base  salary  of  a  probationary 
officer. 
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At  June  30,  2006  HPORS  had  one  participating  employer,  the  same  as  FY2005.  The  participat- 
ing employer  consists  of: 


HPORS  EMPLOYERS 


Employer 

State  Agency  -  Dept.  of  Justice 

Total 


June  30, 2006     June  30. 2005 
i  i 

1  1 


Contributions.  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rates  for  fiscal  year 
2006  is  9.05%  of  the  member's  total  compen- 
sation if  hired  after  June  30,  1997  or  for 
members  electing  GABA  and  9.0%  for  those 
members  hired  prior  to  July  1,  1997  and  not 
electing  GABA  (all  active  members  hired 
prior  to  July  1,  1997  have  elected  the 
GABA).  Contributions  are  deducted  from 
each  member's  salary  and  remitted  by  the 
participating  employer.  An  individual  ac- 
count is  established  for  each  member's  con- 
tributions and  interest  allocations  until  a  re- 
tirement or  refund  request  is  processed.  As 
the  employer,  the  State  contributed  36.33% 
of  the  total  HPORS-covered  payroll  during 
fiscal  year  2006.  The  first  26.15%  is  payable 
from  the  same  source  used  to  pay  members' 
compensation.  The  remaining  amount,  equal 
to  10.18%,  is  payable  from  a  portion  of  the 
fees  collected  from  drivers'  license  and  dupli- 
cate drivers'  license  applications.  (Reference 
Schedule  of  Contribution  Rates  on  page  76). 


HPORS  ActiveMembership 
by  Employee  Type 


Employee  Type         June  30,  2006        June  30,  2005 


GABA 
Non-GABA 
Total 


197 
0 


201 

0 


197 


201 


Additional  Sennce  Purchase.  A  provi- 
sion (19-2-706,  MCA)  related  to  the  Em- 
ployee Protection  Act  allows  state  and  uni- 
versity system  employees,  who  are  eligible 
for  a  service  retirement  and  whose  positions 
have  been  eliminated,  to  have  their  employer 
pay  a  portion  of  the  total  cost  of  purchasing 
up  to  three  years  of  "l-for-5"  additional  ser- 
vice. The  employer  has  up  to  ten  years  to 
complete  payment  for  the  service  purchases 
and  is  charged  8%  interest  on  the  unpaid  bal- 
ance. No  employees  have  taken  advantage  of 
this  provision  to  date. 

Supplemental  Benefit:  Montana  highway 
patrol  officers  retired  prior  to  July  1,  1991,  or 
their  survivors,  may  be  eligible  for  an  annual 
supplemental  lump-sum  payment  distributed 
each  September.  This  lump-sum  payment  is 
funded  by  a  request  of  the  PERB  from  the 
general  fund.  Many  factors  must  be  consid- 
ered for  eligibility,  including  the  number  of 
years  the  recipient  has  received  a  benefit  and 
the  recipient's  age.  The  average  amiual  sup- 
plemental payment  for  non-GABA  retirees 
was  $3,139  in  September  2006. 
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Sheriffs ' Rctiicmcnt System  (SRS) 

Plan  Description.  The  SRS  is  a  multiple- 
employer,  cost-sharing  defined  benefit  plan 
established  July  I,  1974,  and  governed  by 
Title  19,  chapters  2  &  7,  MCA.  This  plan 
provides  retirement  benefits  to  all  Depart- 
ment of  Justice  criminal  investigators  hired 
after  July  1,  1993,  and  to  all  Montana  sher- 
iffs. Benefits  are  established  by  state  law  and 
can  only  be  amended  by  the  Legislature.  The 
SRS  provides  retirement,  disability  and  death 
benefits  to  plan  members  and  their  benefici- 
aries. Benefits  are  based  on  eligibility,  years 
of  service  and  highest  average  compensation. 

SRS  Summary  of  Benefits 


Member  rights  are  vested  after  five  years  of 
service. 

Effective  July  1.  2U05,  Senate  Bill  370  pro- 
vided membership  for  county  detention  offi- 
cers in  the  SRS.  All  detention  officers  hired 
after  July  1,  2005  will  be  in  the  SRS.  E.xist- 
ing  detention  officers  may  elect  to  remain  in 
the  PERS  or  elect  to  become  a  member  of  the 
SRS.  A  brief  summary  of  eligibility  and 
benefits  follows: 


Member's  highest  average  compensation  (HAC) 

Highest  average  compensation  during  any  consecutive  36  months 

Eligibilit>  for  benefit 

20  years  of  membership  service,  regardless  of  age; 

Early  Retirement 

Age  50,  5  years  of  membership  service,  actuarially  reduced 

Vesting       5  years  of  membership  service 

Monthly  benefit  formula 

2.5%  of  HAC  per  year  of  service  credit 

Guaranteed  Annual  Benefit  Adjustment  (GABA) 

After  the  member  has  completed  12  full  months  of  retirement,  the  member's  benefit  increases 
by  a  maximum  of  3%  each  January,  inclusive  of  all  other  adjustments  to  the  member's  benefit. 

At  June  30,  2006  SRS  had  57  participating  employers,  one  more  than  FY2005.  The  participat- 
ing employers  consist  of 


SRS  KMI'l.O^  ERS 


Employers 

State  Agencies  -  Dept.  of  Justice 

Counties 

Total 


June  30,  2006     June  30.  2005 


56 

57 


1 
55 
5A 


51 


Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rate  for  fiscal  year 
2006  was  9.245%  of  member's  compensa- 
tion. Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  participat- 
ing employers.  An  individual  account  is  es- 
tablished for  each  member's  contributions 
and  interest  allocations  until  a  retirement  or 
refund  request  is  processed.  Each  employer 
contributed  9.535%  of  total  SRS-covered 
payroll  to  the  retirement  plan  during  fiscal 
year  2006.  (Reference  Schedule  of  Contribu- 
tion Rates  on  page  76). 


SRS  Active 

Membership  by  Employer  Type 

Employer  Type 

June  30,  2006 

June  30,  2005 

Dept  of  Justice 
Counties 
Total 

46 

960 

1,006 

40 
640 

680 

Additional  Senice  Purchase:  A  provi- 
sion (19-2-706,  MCA)  related  to  the  Em- 
ployee Protection  Act  allows  state  employ- 
ees, who  are  eligible  for  a  service  retirement 
and  whose  positions  have  been  eliminated,  to 
have  their  employer  pay  a  portion  of  the  total 
cost  of  purchasing  up  to  three  years  of  "1-for- 


5"  additional  service.  The  employer  has  up  to 
ten  years  to  complete  payment  for  the  service 
purchases  and  is  charged  8%  interest  on  the 
unpaid  balance.  Three  employees  have  taken 
advantage  of  this  provision  to  date. 

Actuarial  Status:  The  statutory  funding 
rate  is  tested  in  the  valuation  to  determine  if  it 
is  sufficient  to  cover  the  Normal  Cost  Rate 
plus  an  amortization  payment  of  the 
Unfunded  Actuarial  Liability,  if  any,  over  no 
more  than  30  years.  Based  on  the  cuirent 
Actuarial  Value  of  Assets  and  all  future 
experience  emerging  as  assumed,  the 
Unfunded  Actuarial  Liability  will  not  be 
amortized  over  the  next  30  years.  In  general, 
the  deterioration  of  the  funded  status  is 
primarily  due  to  the  dramatic  decline  in  the 
domestic  equity  markets  from  2000  through 
2002.  Based  on  the  actuarial  assumptions  as 
of  June  30,  2006,  an  additional  ftinding  rate 
of  1.84%  of  payroll  would  be  sufficient  to 
fund  the  cun^ent  and  projected  benefits  from 
the  plan  in  accordance  with  GASB  standards 
and  state  law. 


Game  Wardens'  and  Peace  Officers'  Retirement  System  (GWPORS) 


Plan  Description:  The  GWPORS  is  a  mul- 
tiple-employer, cost-sharing  defined  benefit 
plan  established  in  1963  and  is  governed  by 
Title  19,  chapters  2  &  8,  MCA.  This  system 
provides  retirement  benefits  to  all  persons 
employed  as  a  game  warden,  warden  supervi- 
sory personnel,  or  state  peace  officer.  Bene- 
fits are  established  by  state  law  and  can  only 
be  amended  by  the  Legislature.  The 
GWPORS  provides  retirement,  disability  and 


death  benefits  to  plan  members  and  their 
beneficiaries.  Benefits  are  based  on  eligibil- 
ity, years  of  service  and  highest  average  com- 
pensation. Member  rights  are  vested  after  five 
years  of  service.  A  brief  sunuuary  of  eligibil- 
ity and  benefits  is  on  the  following  page: 
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GWPORS  Suniniarv  of  Benefits 

Member's  highest  average  compensation  (HAC) 

Highest  average  compensation  during  any  consecutive  36  months 

Eligibility  for  benefit 

Age  50,  20  years  of  membership  service; 

Early  Retirement 

Age  55,  5  years  of  membership  service 

Vesting 

5  years  of  membership  service 

Monthly  benefit  formula 

2.5%  of  HAC  per  year  of  service  credit 


Guaranteed  Annual  Benefit  Adjustment  (GABA) 

After  the  member  has  completed  12  full  inonths  of  retirement,  the  member's  benefit  increases 
by  a  ma.ximum  of  3%  each  Januaiy,  inclusive  of  all  other  adjustments  to  the  member's  benefit. 

At  June  30,  2006  GWPORS  had  seven  participating  einployers,  one  less  than  FY2005.  The  par- 
ticipating employers  consist  of; 


GWPORS  EMPLOVERS 

Emplovers 

June  30. 2006 

June  30. 2005 

State  Agencies 

4 

5 

Colleges  and  Universities 

3 

3 

Total 

"■ 

'^ 

Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rate  for  fiscal  year 
2006  was  10.56%  of  member's  compensa- 
tion. Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  participat- 
ing employers.  An  indi\idual  account  is  es- 
tablished for  each  member's  contributions 
and  interest  allocations  until  a  retirement  or 
refund  request  is  processed.  Each  state 
agency  and  university  employer  contributed 
9.0%  of  total  G\\  PORS-covered  payroll  to 


the  retirement  plan  during  fiscal  year  2006. 
(Reference  Schedule  of  Contribution  Rates 
on  page  76). 


GWPORS  Active 

Membership  by  Employer 

Emplovcr 

June  30, 

2006          June  30,  2005 

Dept  of  Corrections 
Depl  FW&P 
Dept  of  Justice 
Dept  of  Livestock 
Dept  of  Trans. 
Universities 
Total 

576                         496 
94                           94 
0                            5 
29                         28 
69                          61 
25                             27 

-'C^                            711 
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Additional  Senice  Purchase:  A  provi- 
sion (19-2-706,  MCA)  related  to  the  Em- 
ployee Protection  Act  allows  state  and  uni- 
versity system  employees,  who  are  eligible 
for  a  service  retirement  and  whose  positions 
have  been  eliminated,  to  have  their  employer 
pay  a  portion  of  the  total  cost  of  purchasing 
up  to  three  years  of  "l-for-5"  additional  ser- 
vice. The  employer  has  up  to  ten  years  to 
complete  payment  for  the  sen'ice  purchases 
and  is  charged  8%  interest  on  the  unpaid  bal- 
ance. No  employees  have  taken  advantage  of 
this  provision  to  date. 

Actuarial  Status:  The  statutory  funding 
rate  is  tested  in  the  valuation  to  detennine  if  it 


is  sufficient  to  cover  the  Normal  Cost  Rate 
plus  an  amortization  payment  of  the 
Unftmded  Actuarial  Liability,  if  any,  over  no 
more  than  30  years.  Based  on  the  cun^ent 
Actuarial  Value  of  Assets  and  all  future 
experience  emerging  as  assumed,  the 
Unfunded  Acmarial  Liability  will  not  be 
amortized  over  the  next  30  years.  In  general, 
the  deterioration  of  the  funded  status  is 
primarily  due  to  prior  investment  losses  less 
than  the  long-term  assumed  rate  of  8%  per 
year.  Based  on  the  actuarial  assumptions  as 
of  June  30,  2006,  an  additional  funding  rate 
of  0.04%  of  payroll  is  required  to  fund  the 
current  and  projected  benefits  from  the  plan 
in  accordance  with  GASB  standards  and  state 
law. 


Municipal  Police  Officers'  Retirement  System  (MPORS) 

Plan  Description.  The  MPORS  is  a  multi- 
ple employer,  cost-sharing  defined  benefit 
retirement  plan  established  in  1974  and  is 
governed  by  Title  19,  chapters  2  &  9  of  the 
MCA.  This  plan  covers  all  municipal  police 
officers  employed  by  first-  and  second-class 
cities  and  other  cities  that  adopt  the  plan. 
Benefits  are  established  by  state  law  and  can 
only  be  amended  by   the   Legislature.   The 


MPORS  provides  retirement,  disability  and 
death  benefits  to  plan  members  and  their 
beneficiaries.  Benefits  are  based  on  eligibil- 
ity, years  of  service  and  compensation.  Mem- 
ber rights  for  death  and  disability  are  vested 
immediately.  All  other  rights  are  vested  after 
five  years  of  service.  A  brief  summary  of  eli- 
gibility and  benefits  follows: 


MPORS  Summary  of  Benefits 

Member's  final  average  compensation  (FAC) 

Hired  prior  to  July  1,  1977  -  average  monthly  compensation  of  final  year  of  service; 

Hired  after  June  30,  1977  -  final  average  compensation  (FAC)  for  last  consecutive  36  months 

Eligibility  for  benefit 

20  years  of  membership  service,  regardless  of  age; 

Early  Retirement 

Age  50,  5  years  of  membership  service 

Vesting 

5  years  of  membership  service 
Monthly  benefit  formula 
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2.5%  of  FAC  per  year  of  service  credit 

Guaranteed  Aiiiiiial  Benefit  Adjustment  (GABA) 

After  the  member  has  completed  12  ftill  months  of  retirement,  the  member's  benefit  increases 
by  a  maximum  of  3%  each  January,  inclusive  of  all  other  adjustments  to  the  member's  benefit. 

Minimum  benefit  adjustment  (non-GABA) 

If  hired  before  July  1,  1997  and  member  did  not  elect  GABA,  the  monthly  retirement,  disability 
or  survivor's  benefit  may  not  be  less  than  Vi  the  compensation  of  a  newly  confirmed  officer  in 
the  city  where  the  member  was  last  employed. 


At  June  30,  2006  MPORS  had  22  participating  employers,  the  same  as  in  FY2005.  The  partici- 
pating employers  consist  of: 


MPORS  E.MPLO'^  tRS 

Emplovers 

June  30. 2006     June  30. 2005 

Cities  and  Towns 

22                       22 

Total 

2''                        2"* 

Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
Member  contribution  rates  are  dependent 
upon  date  of  hire  as  a  police  officer.  For  fis- 
cal year  2006,  member  contributions  as  a  per- 
centage of  salary  were  5.8%  (if  employed  on 
or  before  June  30,  1975);  7.0%  (if  employed 
after  June  30,  1 975  and  prior  to  July  1 .  1 979); 
8.5%  (if  employed  afier  June  30,  1979  and 
prior  to  July  1,  1997);  and,  9.0%  (if  employed 
on  or  after  July  1,  1997  and  for  members 
electing  GAB.A).  Contributions  are  deducted 
from  each  member's  saiarj-  and  remitted  by 
participating  employers.  An  individual  ac- 
count is  established  for  each  member's  con- 
tributions and  interest  allocations  until  a  re- 
tirement or  refund  request  is  processed.  Em- 
ployer contributions  to  the  retirement  plan  are 
14.41%  of  total  MPORS-covered  pavTolI. 
The  State  contributions  are  requested  at  the 
beginning  of  the  fiscal  year  based  on  the  pre- 
vious fiscal  year  compensation  and  are  due 


no  later  than  November  1.  The  State's  contri- 
bution rate  for  2006  was  29.37%.  (Reference 
Schedule  of  Contribution  Rates  on  page  76). 


MPORS  Active  Membership 
by  Employee  Type 


Employee  1  ypc  June  30.  2006         June  30.  2005 


GABA 
Non-GAB.^ 

Total 


605 

n 


593 

12 


61' 


605 


Deferred  Retirement  Option  Plan 
(DROP):  Beginning  July  2002.  eligible 
members  of  MPORS  can  participate  in  the 
DROP  by  filing  a  one-time  irrevocable  elec- 
tion with  the  PERB.  The  DROP  is  governed 
by  Title  19.  chapter  9.  part  12.  MCa".  An  eli- 
gible member  must  ha\e  completed  at  least 
twenty  years  of  membership  service.  They 
may  elect  to  participate  in  the  DROP  for  a 
minimum  of  one  month  and  a  ma.ximum  of 
60  months  and  may  participate  in  the  DROP 
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only  once.  A  participant  remains  a  member  of 
the  MPORS,  but  will  not  receive  membership 
service  or  service  credit  in  the  system  for  the 
duration  of  the  member's  DROP  period.  Dur- 
ing the  participation  in  the  DROP,  all  manda- 
tory contributions  continue  to  the  retirement 
system.  A  monthly  benefit  is  calculated  based 
on  salary  and  years  of  service  to  the  date  of 
the  beginning  of  the  DROP  period.  The 
monthly  benefit  is  paid  into  the  DROP  ac- 
count until  the  end  of  the  DROP  participation 
period.  At  the  end  of  the  DROP  period,  the 
participant  may  receive  the  balance  of  the 
DROP  account  in  a  lump-sum  payment  or  in 
a  direct  rollover  to  another  eligible  plan,  as 
allowed  by  the  IRS.  If  the  participant  contin- 
ues employment  after  the  DROP  period  ends 
they  will  again  accrue  membership  service 


DROP  Participation 

Participants  Beginning 
of  Year 

6/30/2006     6/30/2005 
35                  32 

Participants  Added 

6                    9 

Completed  DROP 

3                    6 

Participants 
End  of  Year 

38                  35 

DROP  Distributions 

$233,615     $510,348 

and  sen'ice  credit.  The  DROP  account  cannot 
be  distributed  until  employment  is  formally 
tenninated.  As  of  June  30,  2006,  a  total  of  54 
members  have  participated  in  the  DROP. 


Firefighters '  Unified  Retirement  System  (FURS) 


Plan  Description:  The  FURS  is  a  multiple- 
employer,  cost-sharing  defined  benefit  plan 
established  in  1981,  and  governed  by  Title 
19,  chapters  2  &  13,  MCA.  This  system  pro- 
vides retirement  benefits  to  firefighters  em- 
ployed by  first-  and  second-class  cities  and 
other  cities  that  adopt  the  plan,  and  subject  to 
the  Montana  Air  National  Guard  (MANG) 
lawsuit,  to  firefighters  hired  by  the  MANG 

FURS  Summary  of  Benefits 


on  or  after  October  1,  2001.  Benefits  are  es- 
tablished by  state  law  and  can  only  be 
amended  by  the  Legislature.  The  FURS  pro- 
vides retirement,  disability  and  death  benefits 
to  plan  members  and  their  beneficiaries. 
Benefits  are  based  on  eligibility,  years  of  ser- 
vice and  compensation.  Member  nghts  are 
vested  after  five  years  of  sei"vice.  A  brief 
summary  of  eligibility  and  benefits  follows: 


Member's  compensation 

Hired  prior  to  July  1,  1981  and  not  electing  GABA  -  highest  monthly  compensation  (HMC); 
Hired  after  June  30,  1981  and  those  electing  GABA  -  highest  average  compensation  (HAC) 
during  any  consecutive  36  months 

Eligibility  for  benefit 

20  years  of  membership  service,  regardless  of  age; 

Early  Retirement 

Age  50,  5  years  of  membership  service 

Vesting 

5  years  of  membership  service 
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Monthly  benefit  formula 

Members  hired  prior  Id  July  1,  1981  and  not  electing  GABA  are  entitled  to  the  greater  of: 
2.5%  of  HAC  per  year  of  service,  OR 
i)  if  less  than  20  years  of  service, 

2%  of  HMC  for  each  year  of  service 
ii)  if  more  than  20  years  of  service, 

50%  of  the  member's  HMC  plus  2%  of  the  member's  HMC  for  each  year  of  service  over  20 

years 
Members  hired  after  June  30,  1981  and  those  electing  GABA: 
2.5%  of  HAC  per  year  of  service 

Guaranteed  Annual  Benefit  Adjustment  (GABA) 

After  the  member  has  completed  12  full  months  of  retirement,  the  member's  benefit  increases 
by  a  maximum  of  3%  each  January,  inclusive  of  all  other  adjustments  to  the  member's  benefit. 

Minimum  benefit  adjustment  (non-GABA) 

If  hired  before  July  1,  1997  and  member  did  not  elect  GABA,  the  monthly  retirement,  disability 
or  survivor's  benefit  may  not  be  less  than  V2  the  compensation  of  a  newly  confirmed  firefighter 
employed  by  the  city  that  last  employed  the  member  (provided  the  member  has  at  least  ten 
years  of  service  credit). 

At  June  30,  2006  FURS  had  17  participating  employers,  two  more  than  FY2005.  Ihe  participat- 
ing employers  consist  of: 


FURS  EMPLOYERS 

timployers 

State  Agencies  -  Dept.  of  Military  Affairs 

Cities  and  Towns 

Total 


June  30. 2006  June  30, 2005 

1  1 

16  ii 

17  15 


Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  state  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rates  for  fiscal  year 
2006  are  9.5%  for  members  hired  prior  to 
July  1.  1997,  and  10.7%  for  members  hired 
after  June  30,  1997  and  members  electing 
GABA  coverage.  Contributions  are  deducted 
from  each  member's  salary  and  remitted  by 
participating  employers.  An  individual  ac- 
count is  established  for  each  member's  con- 
tributions and  interest  allocations  until  a  re- 
tirement or  refund  request  is  processed.  Em- 
ployer contribution  rates  for  fiscal  year  2006 
were  14.36°o  of  the  total  FURS-co\ered  pay- 


roll. The  State  contribution  was  32.61%  of 
total  compensation  for  all  covered  firefighters 
in  fiscal  year  2006.  State  contributions  are 
requested  at  the  beginning  of  each  fiscal  year 
based  on  previous  fiscal  year  salary  and  are 
due  no  later  than  November  1.  (Reference 
Schedule  of  Contribution  Rates  on  page  76). 


FURS  Active  Membersh 
by  Emplovce  Type 

P 

Fmplovcc 

T\T)t 

June 

^l).  2(106          J 

460 

7 

467 

unc 

'<!. 

2IIII5 

GABA 
Non-G.\B.'V 
Total 

436 
8 

444 
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Volunteer  Firefighters'  Compensation  Act  (VFCA) 


Plan  Description:  The  VFCA  is  a  state- 
wide retirement  and  disability'  plan.  This 
compensation  plan  was  established  in  1965 
and  is  governed  by  Title  19,  chapter  17, 
MCA.  All  members  are  unpaid  volunteers 
and  the  State  of  Montana  is  the  only  contribu- 
tor to  the  plan.  Benefits  are  established  by 
state  law  and  can  only  be  amended  by  the 
Legislature.  The  VFCA  provides  pension, 
disability  and  sui"vivorship  benefits  for  all 
volunteer  firefighters  who  are  members  of 
qualified  volunteer  fire  companies  in  unincor- 
porated areas,  towns  or  villages  under  the 
laws  of  the  State  of  Montana.  Benefits  are 
based  on  eligibility  and  years  of  service. 
Member  rights  are  vested  after  ten  years  of 
credited    membership    service.    VFCA    also 

VFCA  Summary  of  Benefits 

Eligibility  for  benefit 

Age  55,  20  years  of  service  credit; 
Age  60,  10  years  of  service  credit 


provides  limited  benefits  for  injuries  incuired 
in  the  line  of  duty. 

A  member  can  obtain  greater  than  20  years  of 
service  and  when  the  member  retires,  a 
benefit  can  be  drawn  on  the  increased  years 
of  service.  The  ma.ximum  years  of  service 
allowed  is  30  years.  For  each  additional  year 
of  service  the  member's  monthly  benefit  is 
increased  by  $7.50. 

A  member  that  chooses  to  retire  and  draw  a 
pension  benefit  may  return  to  service  with  the 
volunteer  fire  department  without  loss  of 
benefits.  A  returning  retired  member  may  not 
be  considered  an  active  member  accruing 
service  credit.  A  brief  summary  of  ehgibility 
and  benefits  follows: 


Additional  Benefit 

After  April  25,  2005,  members  that  have  greater  than  20  years  of  service  credit  (with  a  maxi- 
mum of  30  years)  may  receive  additional  benefits  (maximum  benefit  $225). 

Vesting        10  years  of  service  credit 

Monthly  benefit  formula 

$7.50  per  year  of  service  credit,  maximum  $225  (no  more  than  30  years). 


Contributions:  The  State  is  the  only  con- 
tributor to  the  VFCA.  Contributions  are  5% 
of  fire  insurance  premium  taxes  collected  on 
certain  fire  risks.  The  State  Auditor  makes 
annual  payments  from  the  general  fund  to  the 
Volunteer  Firefighters"  Pension  Fund  from 
fire  insurance  premiums.  (Reference  Sched- 
ule of  Contribution  Rates  on  page  74). 


Group  Insurance  Payments:  Supplemen- 
tal payments  are  available  to  qualified  volun- 
teer fire  companies  that  provide  additional 
group  medical  insurance  for  their  members  in 
case  of  death  or  mjury  incurred  while  in  the 
line  of  duty.  The  payment  is  made  to  the  vol- 
unteer fire  companies  and  is  equal  to  $75  per 
year  for  each  mobile  firefightmg  unit  owned 
by  the  volunteer  fire  company,  up  to  a  maxi- 
mum of  two  units. 
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Public  Employees '  Retirement  System-DCRP  (PERS-DCRP) 


Plan  Description:  The  defined  contribu- 
tion retirement  plan  (DCRP)  is  a  nuiltiple 
employer  plan  established  July  1,  2002  and 
governed  by  Title  19,  chapters  2  &  3,  MCA. 
This  plan  covers  eligible  employees  of  the 
State,  uni\ersity  system,  local  go\emment 
and  certain  employees  of  the  school  districts 
that  elect  the  defined  contribution  retirement 
plan.  All  new  hires,  initially,  are  members  of 
the  PERS-DBRP.  New  hires  have  a  12-month 
window  during  which  they  may  choose  to 
transfer  to  the  PERS-DCRP  or  remain  in  the 
PERS-DBRP.  The  choice  is  irrevocable. 
Members  may  not  be  members  of  both  the 
defined  contrihtiiioii  and  defined  benefit  re- 
tirement plans.  The  PERS-DCRP  provides 
retirement,  disability  and  death  benefits  to 
plan  members  and  their  beneficiaries.  Contri- 
bution rates  can  only  be  amended  by  the  Leg- 
islature. Benefits  are  based  on  eligibility  and 
accoimt  balance. 


portion  of  their  employer's  contributions 
among  the  offered  investment  options.  The 
remaining  portion  of  employer's  contribu- 
tions is  used  to  reduce  the  Plan  Choice  Rate 
unfunded  actuarial  liability  to  fund  the  long- 
term  disability  benefits  to  members  of  the 
DCRP,  and  to  fund  an  employee  education 
program.  Members  are  able  to  invest  in  any 
number  of  the  offered  m\  estment  options  and 
transfer  between  options.  The  offered  invest- 
ment options  fall  into  two  primary  types:  (1) 
the  fixed  investment  option  and  (2)  the  vari- 
able investment  options.  The  variable 
investment  options  include  mutual  funds  and 
bond  funds.  All  options  range  from 
aggressive  to  conservative.  The  mutual  funds 
cover  all  standard  asset  classes  and 
categoreies.  The  investment  options  as  of 
June  30,  2006  are  as  follows: 

PERS-DCRP  Investment  Options 


The  PERB  has  recei\ed  a  long-tenn  INTER- 
CAP  loan  from  the  Montana  Board  of  Invest- 
ments through  the  Montana  Department  of 
Administration  to  fund  the  plan  start-up' 
implementation  costs.  Authorization  for  the 
loan  was  provided  by  the  Legislature,  Chap- 
ter 471,  Laws  of  1999.  As  of  June  30,  2004, 
all  of  the  draws  have  been  combined  into  one 
loan  and  the  maturity  date  extended  to  Febru- 
ary 2018.  The  loan  is  discussed  in  Note  C  of 
the  Financial  Section. 

The  investment  options  offered  within  the 
PERS-DCRP  are  selected  by  the  PERB 
within  the  scope  of  the  Investment  Policy 
Statement  with  the  assistance  of  the  statuto- 
rily-created  Employee  Investment  Advisory 
Council  and  with  the  advice  of  a  third-party 
investment  analyst.  Members  of  the  DCRP 
decide  how  to  invest  their  contributions  and  a 


Iiiteniutional  Stock  Funds 

American  Funds  New  Perspective 
SSGA  International  Growth  Opportunities 
Oakmark  International 
Barclay's  Global  Equity  Index 

Small  Company  Stock  Funds 

Brown  Capital  Small  Co  Instl 

Vanguard  Small  Cap  Index  Adm 

Hotchkis  &  Wiley  Small  Cap  Value 

Mid-Sizcd  Company  Stock  Funds 
Artisan  Mid  Cap 
Janus  Mid  Cap  Value  Investors 

Large  Company  Stock  Funds 
American  Funds  Growth  Fund  A 

Vanguard  Equity-Income  Adm 
Vantiuard  Growth  &  Income  Adm 
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Balanced  Funds 

Vanguard  Balanced  Index 

Bond  Funds 

Vanguard  Total  Bond  Market  Index 

Fixed  Investment  Options 

DCRP  Fixed  Fund 

Mutual  fund  administrative  costs  are  not  pre- 
sented on  the  financial  statements.  Mutual 
fund  earnings  are  generally  declared  net  of 
expenses  in  accordance  with  the  Securities 
Exchange  Commission  and  other  regulator^' 
authorities.  Cuirent  reporting  standards  for 
mutual  companies  do  not  require  costs  to  be 
made  available  in  the  detailed  cost  reports. 

The  fixed  investment  option  guarantees  both 
principal  (the  deferred  salary)  and  a  quarterly 
rate  of  return.  The  fixed  investment  option 
requires  the  services  of  two  external  provid- 
ers who  were  selected  through  the  State's 
competitive  bidding  process.  The  external 
providers  are:  Aegon  and  Pacific  Investment 
Management  Company  (PIMCO).  Aegon 
provides  a  guarantee  of  principal  for  the  fi.xed 
assets  and  sets  a  quarterly  rate  of  return  based 
upon  the  investment  manager's  portfolio 
yield  and  duration.  PIMCO,  the  investment 
manager,  directs  the  investment  of  fixed  as- 
sets. Fixed  assets  are  invested  in  the  mutual 

PERS-DCRP  Summary  of  Benefits 

Eligibility  for  Benefit 

Termination  of  service 


market  in  accordance  with  established  guide- 
lines for  credit  quality,  duration  and  issue 
concentration. 

Fees  on  the  fixed  investments  are  charged  by 
each  of  the  providers.  The  fees  are  defined 
per  each  contract  for  specific  services  ren- 
dered. The  record  keeper,  Great  West, 
charges  a  fixed  administrative  fee  for  all  plan 
participants  plus  a  basis  point  (or  percent)  fee 
based  on  account  balances.  On  a  quarterly 
basis,  the  contracted  record  keeper  withholds 
the  fees  from  each  plan  participant's  account. 
The  basis  point  fees  withheld  are  submitted  to 
the  PERB  to  pay  administrative  expenses. 
These  amounts  are  recorded  as  Miscellaneous 
Revenue  in  the  financial  statements. 

Administrative  expenses  and  the  revenues 
that  fund  them  are  accounted  for  within  the 
plan.  For  the  PERS-DCRP,  the  fixed  invest- 
ment is  invested  in  a  PIMCO  mutual  fiind 
and  all  fees  for  investment  expense  are  netted 
from  the  mutual  fund  earnings;  therefore,  the 
fees  are  not  presented  on  our  financial  state- 
ments. The  fees  charged  by  Great  West  and 
Aegon  are  classified  as  Miscelhineons  Ex- 
pense. 

A  brief  summary  of  eligibility  and  benefits 
follows: 


Vesting 

Immediate  for  member's  contributions  and  attributable  income; 

5  years  for  a  portion  of  employer's  contributions  and  attributable  income 

Benefit 

Dependent  upon  individual  account  balance; 
IRS  permitted  rollovers  are  also  possible 
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At  June  M).  2i)()6  PhRS-UC  RP  had  229  reporting  employers,  one  less  than  m  1  ^  2005.  Ihe  par- 
ticipatinL!  empl(\\ers  consist  of: 


Employers 

State  Agencies 
Counties 
Cities  and  Towns 
Universities 
School  Districts 
High  Schools 
Other  Agencies 
Total 


Contributions:  Member  and  employer  con- 
tribution rates  are  established  by  slate  law 
and  may  be  amended  only  by  the  Legislature. 
The  member  contribution  rate  for  fiscal  year 
2006  was  6.9%  of  PERS-covered  payroll. 
Contributions  are  deducted  from  each  mem- 
ber's salary  and  remitted  by  participating  em- 
ployers. The  entire  amount  of  the  member's 
contribution  is  credited  to  the  member's  re- 
tirement account.  An  individual  account  is 
maintained  by  the  third-party  record  keeper. 
Each  state  agency  and  university  system  em- 
ployer contributed  6.9%  of  PERS-covered 
payroll  dunng  fiscal  year  2006.  Participating 
local  governments  and  school  district  em- 
ployers contribute  6.8%  of  PERS-covered 
payroll  dunng  fiscal  year  2006.  The  State 
contributes  the  remaining  0.1%  for  local  gov- 
ernments and  school  employers  from  the  state 
general  fund.  The  employer  rate  of  6.9%  is 
allocated  as  follows:  4.l9"o  allocated  to  the 
member's  retirement  account,  2.37%  allo- 
cated to  the  defined  benefit  plan  choice  rate. 
0.04%  allocated  to  defined  contribution  edu- 
cation fund  and  0.3"/o  allocated  to  the  long- 
term  disability  plan.  (Reference  Schedule  of 
Contribution  Rates  on  page  76). 


OVERS 

June  30. 2006 

June 

30, 

2005 

29 

27 

43 

46 

41 

40 

5 

5 

79 

79 

2 

0 

30 

11 

229 

230 

Plan  Membership  Elections.  Included  in 
the  financial  statements  are  employer 
contribution  transfers  of  SI 6,000  and  mem- 
ber contribution  transfers  of  $26,000.  These 
transfers  retlect  the  contribution  transfers  of 
DCRP  participants  that  filed  elections  at  or 
near  the  June  30  cutoff  date  but  the  contribu- 
tions were  moved  in  early  fiscal  year  2007. 


PERS-DCRP  Active 

:  Membership 

bv 

Emp! 

3vei 

-Type 

[implover  Tvpe 

- 

June 

?n. 

2  006 
579 

June  30. 

2005 

State  Agencies 

467 

Counties 

265 

230 

Cities 

183 

156 

Universities 

57 

44 

High  Schools 

2 

0 

School  Districts 

172 

158 

Other  Agencies 

Total 

in4 

.362 

SI 

1.136 

DCRP  Education  Fund:  Implemented 
July  I.  2002.  the  DCRP  Education  Fund 
(DCEd),  as  governed  by  section  19-3-112, 
MCA.  provides  education  to  the  mernbers 
that  have  joined  the  PERS-DCRP.  The  DCEd 
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is  funded  by  0.04%  of  the  employers"  contri- 
butions. 

DCRP  Disability  Fund:  Implemented  July 
1,  2002,  the  DCRP  Disability  Fund  (DC  Dis- 
abihty),  as  governed  by  section  19-3-2117, 

Deferred  Compensation  Plan  (457) 


MCA,  will  provide  disability  benefits  to  eligi- 
ble members  of  the  PERS-DCRP.  The  DC 
Disability  is  funded  by  0.3%  of  the  employ- 
ers' contribution. 


Plan  Description:  The  deferred 
compensation  (457)  plan  is  a  voluntary 
supplemental  retirement  savings  plan 
established  in  1976.  The  deferred 
compensation  plan  is  governed  by  Title  19, 
chapter  50,  MCA,  in  accordance  with  Internal 
Revenue  Service  Code  (IRC)  §457.  All 
employees  of  the  State,  the  Montana 
University  System  and  contracting  political 
subdivisions,  are  eligible  to  participate. 

Assets  of  the  deferred  compensation  plan  are 
required  to  be  held  in  tmsts,  custodial 
accounts  or  insurance  company  contracts  for 
the  exclusive  benefit  of  participants  and  their 
beneficiaries.  Great  West  is  the  third-party 
record  keeper  for  the  deferred  compensation 
plan.  Participants  elect  to  defer  a  portion  of 
their  salary,  within  Internal  Revenue  Code 
limits.  The  deferred  salary  is  not  available  to 
employees  until  separation  from  service, 
retirement,  death,  or  upon  an  unforeseeable 
emergency  while  still  employed,  provided 
IRS-specified  criteria  are  met. 

Plan  participants  direct  their  defen"ed  salary 
into  investment  options  offered  within  the 
plan.  The  investment  options  offered  are 
selected  by  the  PERB  and  pursuant  to  the 
plan's  Investment  Policy  Statement,  with  the 
assistance  of  the  statutorily-created  Employee 
Investment  Advisory  Council  and  with  the 
advice  of  a  third-party  investment  analyst. 
Plan  participants  may  invest  in  as  many  of 
the  offered  investment  options  as  desired. 


The  offered  investment  options  fall  into  two 
primary  types:  (1)  the  fixed  investment 
option  and  (2)  the  variable  investment 
options.  The  variable  investment  options 
include  mutual  ftinds  and  profile  funds.  All 
options  range  from  aggressive  to 
consei'vative.  The  mutual  funds  cover  all 
standard  asset  classes  and  categories.  The 
profile  funds  are  preset  funds  that  invest  in 
underlying  mutual  funds  to  achieve  a  set 
objective  such  as  time  horizon  or  investment 
style.  The  investment  options  as  of  June  30, 
2006  are  as  follows: 

Deferred  Compensation  (457)  Plan 
Investment  Options 

International  Stock  Funds 

Artisan  International 
Mutual  Discovery  Z 
Templeton  Foreign  A 
American  Funds  New  Perspective 

Small  Company  Stock  Funds 

Neuberger  Bennan  Genesis 

RS  Diversified  Growth 
Munder  Small  Cap  Value 

Mid-Sized  Company  Stock  Funds 

Artisan  Mid  Cap  Investors 
Hotchkis  &  Wiley  Mid-cap  Value 

Large  Company  Stock  Funds 

Davis  NY  Venture  A 
Fidelity  Contrafund 
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rCW  Galileo  Select  Equities  N 

Vanguard  500  Index 

Calvert  Social  Investors 

Balanced  Funds 

Dodge  &  Cox  Balanced 

Bond  Funds 

Neuberger  Berrnan  High  Income 
PIMCO  Total  ReUirn  Admin 

Fixed  Investment  Options 

Montana  Fixed  Fund 

Profile  Funds 

Aggressive 
Moderately  Aggressive 

Moderate 

Moderately  Consenative 

Conservative 

Mutual  fund  administrative  costs  are  not  pre- 
sented on  the  financial  statements.  Mutual 
fund  earnings  are  generally  declared  net  of 
expenses  in  accordance  with  the  Securities 
Exchange  Commission  and  other  regulatory' 
authorities.  Current  reporting  standards  for 
mutual  companies  do  not  require  costs  to  be 
made  available  in  the  detailed  cost  reports. 

The  fixed  investment  option  guarantees  both 
principal  (the  deferred  salary)  and  a  quarterly 
rate  of  return.  The  fixed  investment  option 
requires  the  services  of  three  external  pro\id- 
ers  who  were  selected  through  the  State's 
competitive  bidding  process.  The  external 
providers  are:  Aegon.  Pacific  Investment 
Management  Company  (PIMCO)  and  State 
Street  Bank  Kansas  City  (SSKC).  Aegon  pro- 
vides a  guarantee  of  principal  and  sets  a  quar- 
terly rate  of  return  based  upon  the  investment 
manager's  portfolio  yield  and  duration. 
PIMCO,  the  in\estment  manager,  directs  the 
investment  of  fixed  assets.  Fixed  assets  are 
invested  in  the  bond  market  in  accordance 
with  established  guidelines  for  credit  quality. 


duration  and  issue  concentration.  SSKC  is 
PIMCO's  custodial  bank  and  holder  of  the 
fixed  assets.  SSKC  exchanges  the  assets  as 
directed  by  PIMCO. 

In  addition  to  the  above  investment  options, 
plan  participants  previously  had  the  option  to 
direct  a  portion  of  their  deferrals  to  a  tenn  life 
insurance  policy  provided  through  Allianz 
Life  Insurance.  The  ability  to  invest  in  life 
insurance  is  allowed  under  the  IRC  and  was 
offered  to  plan  participants  prior  to  life  insur- 
ance being  offered  as  a  standard  component 
of  health  insurance  benefit  packages.  This 
investment  option  has  been  discontinued; 
however,  plan  participants  who  had  previ- 
ously or  originally  elected  this  option  may 
continue. 

Fees  on  the  fixed  investments  are  charged  by 
each  of  the  three  providers.  The  fees  are  de- 
fined per  each  contract  for  specific  services 
rendered.  The  record  keeper.  Great  West, 
charges  a  fixed  administrative  fee  for  all  plan 
participants.  The  fixed  record-keeping  fee,  by 
contract,  is  a  flat  dollar  amount.  On  a  quar- 
terly basis,  the  contracted  record  keeper  with- 
holds the  basis  point  fee  from  each  plan  par- 
ticipant's account.  The  basis  point  fees  col- 
lected are  reconciled  to  the  contractual  fiat 
dollar  amount  and  any  fees  withheld  in  ex- 
cess of  the  contractual  fiat  dollar  fee  are  sub- 
mitted to  the  PERB.  Also  submitted  to  the 
PERB  are  12(b)(1)  or  re-allotment  fees  from 
certain  mutual  fund  companies.  These  fees 
are  normalK'  charged  by  the  mutual  funds  for 
the  puipose  of  individual  record  keeping.  Be- 
cause the  mutual  fund  companies  involved  in 
the  defened  compensation  plan  do  not  need 
to  keep  records  of  participants'  accounts,  the 
fees  are  returned  to  the  PERB.  The  PERB 
uses  the  excess  and  1 2(b)(  1 )  fees  to  pay  ad- 
ministrative expenses  associated  with  the  de- 
ferred compensation  plan.  These  amounts  are 
recorded  as  Mixcclluiieous  Revenue. 
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Administrative   expenses   and   the    revenues  are  classified  as  Investment  Expense.  The  fees 

that  fund  them  are  accounted  for  within  the  charged  by  Great  West  and  Aegon  are  classi- 

plan.  The  fees  charged  by  PIMCO  and  SSKC  fied  as  Miscellaneous  Expense.  A  brief  sum- 

for  the  externally  managed  fixed  investments  mary  of  eligibility  and  benefits  follow: 

Deferred  Compensation  Plan  Summary 

Contribution 

Voluntary,  tax-deferred 

Eligibility  of  Benefit 

Not  available  to  participant  until  separation  from  service;  retirement;  deatli;  or  upon  an  unfore- 
seeable emergency,  while  still  employed,  provided  IRS-specified  criteria  are  met. 

Vesting 

Participants  are  fully  vest  in  their  accounts  at  the  tune  of  deposit 

Benefit 

Lump  sum  or  periodic  benefit  payment,  at  the  option  of  the  participant.  Based  on  individual  ac- 
count balances  and  plan  provisions.  IRS  permitted  rollovers  are  also  possible. 

At  June  30,  2006  the  deferred  compensation  plan  had  12  participating  employers  an  increase,  of 
two  from  FY  2005.  The  participating  employers  consist  of: 


DEFERRED  COMPENSATION  EMPLOYERS 

Employers 

June  30. 2006    June 

30, 2005 

State  of  Montana  * 

1 

1 

Counties 

2 

0 

Colleges  and  Universities 

6 

6 

School  Districts 

I 

1 

Other 

2 

T 

Total 

12 

10 

*The  State  of  Montana  includes  36  agencies;  however, 
are  unable  to  specifically  determine  which  agencies  par 

due  to  the  nature  of  the 
ticipate. 

epoiting 

for  the  457 

plan  we 

Contributions:  The  defen-ed  compensation  The  deferred  salary  is  withheld  through  pay- 
plan  is  a  voluntaiy,  tax-deferred  retirement  roH  deduction  pnor  to  federal  and  state  ta.xes. 
plan  designed  to  supplement  retirement.  Social  Security  and  Medicare  taxes  are  with- 
Social  Security  and  other  retirement  plans  held  on  the  deferred  salary.  The  contnbutions 
and  savings.  Participants  designate  the  are  either  directed  to  the  fixed  investment  or 
amount  to  contribute  within  IRC  Imitations.  to  any  number  of  the  available  variable  in- 
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vestments.  Ihe  money  designated  as  fixed  is 
invested  by  PIMCO.  The  money  designated  as 
variable  is  remitted  to  the  third-party  record 
keeper  who  in  turn  invests  the  contributions  in 
selected  investments  as  directed  by  the 
participant. 
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FY  2006  Schedule  of  Contribution  Rates 

System 

Member 

Employer 

State 

PERS-DBRP 

6.9%  [19-3-315,  MCA] 

6.9%  State  &  University 
6.8%  Local  Governments 
[19-3-316,  MCA] 

0.1  %>  of  local  government 
payroll  -  paid  from  the  General 
Fund 
[19-3-319,  MCA] 

PERS-DCRP 

6.9%  [19-3-315,  MCA] 

6.9"/o  State  &  University 
6.8%  Local  Governments 
[19-3-316,  MCA] 

0.1%  of  local  government 
payroll  -  paid  from  the  General 
Fund 
[19-3-319,  MCA] 

JRS 

7.0%  [19-5-402,  MCA] 

25.81%  [19-5-404,  MCA] 

■-   -      "        J     "  ..       ,-'--.''  "           -."     .  : 

HPORS 

9.0%  -  hired  pnor  to  7-01-97  &  not 
electing  GABA 
9.05%  -  hired  after  6-30-97  & 
members  electing  GABA 
[19-6-402,  MCA] 

26.15%  [19-6-404(1),  MCA] 
10.18%  of  salaries  -  paid  from 
drivers"  license  fees 
[19-6-404(2),  MCA] 

SRS 

9.245%  [19-7-403,  MCA] 

9.535%  [19-7^04,  MCA] 

fi^'           -  '      ~ :-'    '.--'- 

GWPORS 

10.56%  [19-8-502,  MCA] 

9.0%  [19-8-504,  MCA] 

r;_             -  -  "  :     ; 

MPORS 

5.8%  -  hired  on  or  before  6-30-75  & 

not  electing  GABA 

[19-9-710(a),MCA] 

7.0%  -  hired  after  6-30-75  &  prior  to 

7- 1  -79  &  not  electing  GABA 

[I9-9-710(b),  MCA] 

8.5%  -  hired  after  6-30-79  and  prior 

to  7-1-97  &  not  electing  GABA 

[19-9-710(c),  MCA] 

9.0%  -  hired  after  6-30-97  & 

members  electing  GABA 

[19-9-7 10(d),  MCA] 

14.41%  [19-9-703,  MCA] 

Z^^^TOuot  salaries     paid  from 
the  General  Fund 
[19-9-702,  MCA] 

FURS 

9.5%  -  hired  pnor  to  7-01-97  &  not 
electing  GABA 
[19-13-601(2)(a),  MCA] 
10.7%  -  hired  after  06-30-97  & 
members  electing  GABA 
[19-13-601(2)(b),MCA] 

14.36%  [19-13-605,  MCA] 

32.61%  of  salanes  -  paid  from 
the  General  Fund 
[19-13-604,  MCA] 

VFCA 

9BBB^EB^^^^^^^^|    5-0%  of  fire  insurance 
''^^^^^^^^H    premiums,  paid  from  the 
9|^^H    General  Fund  [19-17-301, 
'I^^H    MCA] 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Required  Supplementary  Information 
Schedule  of  Funding  Progress 

(in  thousands) 


System 

Actuarial 

Valuation 

Date 

Actuarial 

Value  of 

Assets  ^ 

(a) 

Actuarial  Accrued 

Liability  (AAL) 

-Entry  Age 

(b) 

Unfunded 

AAL 

(UAAL) 

(b-a) 

Funded 
Ratio 
(a/b) 

Covered 

Payroll 

(c) 

UAAL  as  a 

Percentage  of 

Covered  Payroll 

((b-a)/c) 

PERS-DBRP 

06/30/02 
06/30/04 
06/30/05 

$        3,076,781 
3,047,287 
3,179,010 

$               3,077,764 
3,514,085 
3,719,998 

$           983 
466,798 
540,988 

99.97% 
86.72 
85.46 

$    808,747 
832,847 
847,431 

0.12% 
56.05 
63.84 

06/30/06 

3,459,084 

3,919,313 

460,229 

88.26 

880,708 

52.26 

JRS 

06/30/02 
06/30/04 
06/30/05 

44,963 
45,134 
47,552 

30,882 
34,724 
34,525 

(14,081) 
(10,410) 
(13,027) 

145.60 
129.98 
137.73 

4,000 
4,403 
4,462 

-352.03 
-236.43 
-291.95 

06/30/06 

51,808 

37,159 

(14,649) 

139.42 

4,762 

-307.62 

HPORS 

06/30/02 

06/30/04 
06/30/05 

81,734 
79,104 
82,050 

94,850 
104,069 
112,938 

13,116 
24,965 
30,888 
24,813 

86.17 
76.01 
72.65 

7,536 
7,844 
9,104 

174.04 
318.27 
339.28 

06/30/06 

87,189 

112,002 

77.85 

7,878 

314.97 

SRS 

06/30/02 

06/30/04 
06/30/05 

138,590 
141,022 
148,458 

121,625 
148,608 
159,347 

(16,965) 

7,586 

10,889 

113.95 
94.90 
93.17 

24,521 
27,373 
28,423 

-69.19 
27.71 
38.31 

06/30/06 

163,003 

171,841 

8,838 

94.86 

34,242 

25.81 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded  actuarial  accrued 
provides  one  indication  of  the  plan's  funding  status  on  a  going-concern  basis.  Analysis  of  this  percentage 
percentage,  the  stronger  the  plan.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual  covered 
covered  payroll  approximately  adjusts  for  the  effects  of  inflation  and  aids  analysis  of  the  plan's  progress 
stronger  the  plan. 


Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation  Method  (Page  A-72). 

TTiis  schedule  reflects  a  subsequent  letter  from  Milliman,  MPERA's  actuary,  dated  January  20,  2003.  If  the  actual  rates  of  termination 
were  used  for  the  corrections  officers  that  transferred  into  the  GWPORS  the  Funded  Status  of  the  system  would  have  been  a  slight 
Actuarial  Surplus  rather  than  a  slight  Unfunded  Actuarial  Liability. 
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System 

Actuarial 

Valuation 

Date 

Actuarial 
Value  of 
Assets ' 

(a) 

Actuarial  Accrued 

Liability  (AAL) 

-Entry  Age 

(b) 

Unfunded 

AAL 

(UAAL) 

(b-a) 

Funded 
Ratio 
(a/b) 

Covered 

Payroll 

(c) 

UAAL  as  a 

Percentage  of 

Covered  Payroll 

((b-a)/c) 

GWPORS 

06/30/02' 
06/30/04 
06/30/05 

38.730 
45,210 

50.961 

38.340 
50.310 

56,414 

(390) 
5.100 
5.453 

101.02% 
89.86 
9033 

17,151 
21.442 
22.496 

-2.27% 
23.79 

24.24 

06/30/06 

58.813 

64,183 

5,370 

91.63 

25.846 

20.78 

MPORS 

06/30/02 
06/30/04 
06/30/05 

143.516 
149.510 
159.417 

226.827 
260,094 
276,379 

83.311 
110.584 
116.962 

63.27 
57.48 

57.68 

22.229 
24.531 
26.198 

374.79 
450.79 

446.45 

06/30/06 

175.919 

291,099 

115.180 

60.43 

27,644 

416.65 

FURS 

06/30/02 
06/30/04 
06/30/05 

136,392 
142.109 
151.393 

197,946 
227,599 
238,157 

61.554 
85.490 
86.764 

68.90 
62.44 
63.57 

17,953 
20.248 
20.474 

342.86 
422.21 
42378 

06/30/06 

167,343 

255,513 

88.170 

65.49 

22,917 

384.74 

VFCA 

06/30/02 
06/30/04 
06/30/05 

19.254 
20.058 
21.311 

26.808 
28,680 
30,773 

7,554 
8.622 

9.462 

71.82 
69.94 
6925 

N/A 
N/A 
N/A 

N/A 
N/A 
N/A 

06/30/06 

23.238 

31,883 

8,645 

72.89 

N/A 

N/A 

Covered  payrol 

1  IS  not  applicable  to  \FC.-\  because  members  arc  unpaid  % 

olunteers 

liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a  percentage  of  the  actuarial  accrued  liability 
over  time  indicates  whether  the  plan  is  becoming  fmancially  stronger  or  weaker.  Generally,  the  greater  this 
payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued  liability  as  a  percentage  of  annual 
made  in  accumulating  sufficient  assets  to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Required  Supplementary  Information 

Schedule  of  Employer  Contributions  &  Other  Contributing  Entities 


Actuarial 

Annual 

Year 

Annual 

Required 

Required 

Ended 

Required 

Contribution 

Percentage 

State 

Percentage 

System 

June  30 

Contributions 

Rate' 

Contributed 

Contribution^ 

Contributed 

PERS- 

2001 

$        29,238,994 

3.79% 

181.98% 

$         382,481 

100.00% 

DBRP 

2002 

55,803,545 

6.90 

99.54 

373,721 

100.00 

2003 

58,573,696 

6.90 

98.16 

388,954 

100.00 

2004 

67,044,215 

8.05 

86.20 

402,566 

100.00 

2005 

71,523,156 

8.44 

82.06 

420,658 

100.00 

2006 

69,311,689 

7.87 

91.54 

442,994 

100.00 

JRS 

2001 

638,282 

17.46 

147.82 

2002 

801,137 

20.03 

128.86 

2003 

816,691 

20.03 

128.86 

2004 

304,277 

6.91 

373.52 

2005 
2006 

143,222 
112,854 

3.21 
2.37 

811.43 

1,089.03 

HPORS 

2001 

637,399 

8.67 

414.48 

335.107 

100.00 

2002 

2,737,999 

36.33 

101.16 

308,973 

100.00 

2003 

2,836,992 

36.33 

101.02 

353,589 

100.00 

2004 

2,849,545 

36.33 

100.32 

348,137 

100.00 

2005 
2006 

3,307,439 

36.33 

100.50 
101.50 

668,748 
277,178 

100.00 

2,862,188 

36.33 

100.00 

SRS 

2001 

1,672,537 

7.39 

133.17 

2002 

2,338,104 

9.54 

102.10 

2003 

2,435,269 

9.54 

102.70 

2004 

3,198,485 

11.69 

84.57 

2005 
2006 

3,474,750 

12.23 

80.95 

3,896,731 

11.38 

90.42 

Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  (Page  A-72). 

This  schedule  was  revised  in  FY2005  to  reflect  the  actuarially  calculated  ARC  rather  than  the  statutory  rate  that  was  previously 

used. 

The  Annual  Required  Contribution  for  FYOl  and  FY03  is  based  on  prior  year-end  actuarial  study. 

The  Annual  Required  Contribution  for  HPORS  includes  the  required  registration  fees  and  for  MPORS  and  FURS  is 
based  on  covered  payroll,  which  includes  payroll  adjustments. 
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Actuarial 

Annual 

Year 

Annual 

Required 

Required 

Ended 

Required 

Contribution 

Percentage 

State 

Percentage 

System 

June  30 

Contributions 

Rate' 

Contributed 

Contribution^ 

Contributed 

GWPORS 

2001 

$             805,073 

5.41% 

169.66% 

2002 

1,759,644 

10.26 

90.64 

2003 

2,055,590 

10.26 

89.28 

2004 

1,979,117 

9.23 

102.12 

2005 

2,083,154 

9.26 

9858 

2006 

2,336,515 

9.04 

102.34 

MPORS 

2001 

3,011,475 

14.41 

100.12 

$        6,137,893 

100.16% 

2002 

3,203,173 

14.41 

102.15 

6,528,604 

100.02 

2003 

3,355,991 

14.41 

104.89 

6,840,073 

99.39 

2004 

3,534,920 

14.41 

102.68 

7,204,760 

100.05 

2005 

3,775,191 

14.41 

100.41 

7,694,474 

100.14 

2006 

3,983,471 

14.41 

101.30 

8,118,982 

100.77 

FURS 

2001 

2,401,328 

14.36 

98.81 

5,453,155 

98.45 

2002 

2,578,021 

14.36 

97.80 

5,854,406 

98.46 

2003 

2,672,133 

14.36 

106.04 

6,068,123 

98  98 

2004 

2,876,584 

14.36 

100.09 

6,532,410 

100.00 

2005 

2,940,092 

14.36 

100.65 

6,676.629 

100.63 

2006 

3,290,840 

14.36 

101.14 

7,473,141 

100.80 

VFCA 

2001 
2002 
2003 
2004 

2005 

1,002,992 
1,133,741 
1,310,088 
1,434,068 
1,527,264 

100.00 
100.00 
100.00 
100.00 

100,00 

2006 

1,610,462 

100.00 

Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  latest  actuarial  valuation  follows: 


PERS-DBRP 


JRS 


HPORS 


Valuation  date 
Actuarial  cost  method 
Amortization  method 


Remaining  amortization  period  in  years: 

Unfijnded  Liability 
Unfunded  Credit " 


June  30,  2006 
^^^_  Entry  Age 
Level  percentage  of 
payroll,  open 


does  not  amortize 


June  30,  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


June  30,  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


30 


Asset  valuation  method 


4-Year  smoothed 
market 


4- Year  smoothed 
market 


4-Year  smoothed 
market 


i% 


8% 


Actuarial  assumptions: 

Investment  rate  of  return  compounded 
annually 

Projected  salary  increases 

General  Wage  Growth* 

Merit 

*  includes  inflation  rate  at 

Benefil  Adjustments 
GABA 
Non-GABA 


'  The  amortization  period  for  the  unftmded  actuarial  liability  in  the  PERS  and  SRS  exceeds  40  years.  The 
amortization  period  for  the  unfunded  actuarial  liability  for  GWPORS  is  32.4  years.  Based  on  actuarial  assumptions 
as  of  June  30,  2006,  additional  fijnding  is  required  at  a  rate  of  1.01%  for  PERS,  1.84%  for  SRS  and  .04%  for 
GWPORS.  The  PERB  anticipates  legislation  to  be  enacted  within  fiscal  year  2007  to  actuarially  fund  the  systems. 

Assets  are  larger  than  the  past  service  liability  -  creating  an  unftinded  credit;  the  credit  is  amortized  over  future 
costs. 


4.25% 

4.25% 

4.25% 

0%  -  6% 

None 

0%  -  7.3% 

3.25% 

3.25% 

3.25% 

;3-i;;;^'jkr,5^s?A;-s?4^»?'igr^^- 

•.,W!f:«ii>=SS=K-JB5SSSsag«eaSH«3»<-..i;^^ 

3%  after  1  yr 

3%  after  I  yr 

3%  after  1  yr 

N/A 

Annual  increase  to 

2%  per  yr  service 

salary  of  active 

for  newly  confirmed 

member  in  like 

officer 

position 
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SRS 


GWPORS 


MPORS 


FURS 


VFCA 


June  30.  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


June  30,  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


June  30,  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


June  30,  2006 

Entry  Age 

Level  percentage  of 

payroll,  open 


June  30,  2006 

Entry  Age 

Lev  el  percentage  of 

revenue,  open 


does  not  amortize 


32.4 


21.4 


15.5 


20 


4- Year  smoothed 
market 


4- Year  smoothed 
market 


4- Year  smoothed 
market 


4-Year  smoothed 
market 


4-Year  smoothed 
market 


8% 


8% 


8% 


8% 


8% 


4.25% 

0%  -  7.3% 

3.25% 

4.25% 

0%  -  7.3% 

3.25% 

4.25% 

0%  -  7.3% 

3.25% 

4.25% 

0%  -  7.3% 

3.25% 

N/A 
N/A 

N/A 

3%  after  1  yr 

N/A 

3%  after  1  >t 

N/A 

3%  after  1  yr 

50%  newly 

confirmed  officer 

3%  after  1  yr 

50%  newly 

confirmed  officer 

N/A 
N/A 

This  page  intentionally  left  blank 


A-74 


Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Schedule  of  Administrative  Expenses 
Year  Ended  June  30,  2006 


Defined 

PERS-DBRP 

Defined 

Deferred 

Benefit 

Education 

Contribution 

Compensation 

Plans 

Fund 

PERS-DCRP 

457  Plan 

Personal  Services 

Salaries 

$      1,110,828 

$         105,216 

$           66,206 

$               66,481 

Board  Members'  Per  Diem 

8,187 

432 

432 

Employee  Benefits 

319,145 

31,335 

19,872 

19,234 

Total  Personal  Services 

1,438,160 

136,551 

85.510 

86,147 

Other  Services 

Consulting  Services 

417,570 

191 

27,184 

29,741 

Legal  Fees  and  Court  Costs 

24,547 

178 

178 

Payroll  Fees 

973 

82 

75 

65 

Audit  Fees 

32,047 

1,023 

1,023 

Medical  Services 

13,199 

Records  Storage 

9,134 

21 

Pre-Retirement  Seminars 

3,000 

Computer  Processing 

296,193 

2,748 

10,811 

6,752 

Printing  and  Photocopy  Charges 

21,077 

30,768 

965 

1,245 

Wan-ant  Wnting  Services 

35,004 

1,117 

1,117 

Other 

8,283 

698 

639 

552 

Total  Other  Services 

858,027 

37,508 

41,992 

40,673 

Communications 

Recruitment  Costs 

8,069 

201 

781 

704 

Postage  and  Mailing 

82,837 

14,768 

1,138 

5.761 

Telephone 

24,357 
115,263 

2,644 
17,613 

1,771 

1,540 

Total  Communications 

3,690 

8,005 

Other  Expenses 

Supplies  and  Materials 

49,206 

7,061 

3,090 

2,128 

Travel 

38,648 

8,462 

3,677 

3,649 

Rent 

185,863 

17,668 

14,347 

12,391 

Repairs  and  Maintenance 

432 

36 

33 

29 

Depreciation/ Amortization 

294,099 

114 

3,305 

47,563 

Compensated  Absences 

(20,434) 

4,601 

1,543 

(413) 

Interest  Payments 

57,441 

Miscellaneous 

44,036 

(4,401) 

11,542 

3,555 

Total  Other  Expenses 

591,850 

33,541 

94.978 

68,902 

Total  Administrative  Expenses 

$      3,003,300 

$         225,213 

$          227,170 

$              203,727 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Schedule  of  Investment  Expenses 
Year  Ended  June  30,  2006 


Plan 


PERS-DBRP 


Investment  Manager 


Board  of  Investments 


Fees 


$        5,008,119 


JRS 


Board  of  Investments 


72,823 


HPORS 


Board  of  Investments 


125,327 


SRS 


GWPORS 


MPORS 


FURS 


Board  of  Investments 


Board  of  Investments 


Board  of  Investments 


Board  of  Investments 


227,403 

76,494 

237,074 

225,582 


VFCA 


Board  of  Investments 


31,538 


457 


PIMCO 

State  Street  Bank 


418,871 
54,551 


Total  Investment  Expense 


$        6,477,782 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 
Schedule  of  Consultants 
Year  Ended  June  30,  2006 


Individual  or  Firm 


Wisetek  Provider  Inc 


Nature  of  Service 


Amount  Paid 

Web  Reporting  Systems  Development  $  213,745 


Amdec  Software 


Computer  Programming  Services 


165,060 


Milliman 


Actuarial  Consultant 


77,691 


Americh  Massena  &  Associates,  Inc.  Mutual  Funds  Performance  Review 


37,900 


Legislative  Audit  Division, 
Legislative  Branch 


Independent  Auditors 


34,093 


Ice  Miller 


Tax  Consultant 


26,433 


Communications  & 
Management  Seni/ice 


Human  Resources  Consulting 


11,325 


Lawrence  R.  McEvoy,  MD 


Medical  Consultant 


7,418 


Legal  Services  Division, 
Department  of  Justice 


Legal  Services 


6,512 


Goetz,  Gallik,  Baldwin  &  Dolan 


Legal  Services 


4,217 


Professional  Development  Center, 
Department  of  Administration 


Retirement  Planning  Seminars 


3,000 


Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Detail  of  Fiduciary  Net  Assets  (PERS-DBRP  and  PERS-DBEd) 

as  of  June  30,  2006 


PERS-DBRP 


PERS-DBEd 


TOTAL 


Assets 

Cash  and  Short-term  Investments 

$ 

92,501,686 

$  1,187,246 

$ 

93,688,932 

Securities  Lending  Collateral 

67,406,590 

19,345 

67,425,935 

Receivables 
Interest 

Accounts  Receivable 
Due  from  Other  Funds 
Due  from  Primary  Government 
Due  from  Component  Unit 
Notes  Receivable 


7,173,427 

1,223,670 

316,196 

28,811 

1,995 

135,357 


8 
7,642 


7,173,427 

1,223,678 

323,838 

28,811 

1,995 

135,357 


Total  Receivables 


8,879,456 


7,650 


8.887,106 


Investments,  at  fair  value 

Montana  Domestic  Equity  Pool  (MDEP)  1 ,586,747,062 

Retirement  Fund  Bond  Pool  (RFBP)  932,047,876 

Montana  International  Pool  (MTIP)  630,135,329 

Montana  Private  Equity  Pool  (MPEP)  203,406,134 

Montana  Real  Estate  Pool  (MTRP)  15,200,000 

Real  Estate  Investments  8,636,356 
Mortgages  &  Commercial  Loans 

net  of  Accumulated  Mortgage  Discount 43,096,807 


1,586,747,062 

932,047,876 

630,135,329 

203,406,134 

15,200,000 

8,636,356 

43,096,807 


Total  Investments 


3,419,269,564 


3,419,269,564 


Capital  Assets 

Property  and  Equipment,  at  cost, 
net  of  Accumulated  Depreciation 

Intangible  Assets,  at  cost, 
net  of  Amortization  Expense 


513 


102,626 


432 


513 


103,058 


Total  Capital  Assets 


103,139 


432 


103,571 


Total  Assets 


3,588.160,435 


1,214,673 


3,589,375,108 


Liabilities 

Securities  Lending  Collateral  Liability 

Accounts  Payable 

Due  to  Other  Funds 

Due  to  Primary  Government 

Deferred  Revenue 


67,406,590 

495,023 

93,863 

45,866 

70,942 


19,345 

7,570 

364 

4,269 


67,425,935 

502,593 

94,227 

50,135 

70,942 


Compensated  Absences 

233,019 

15,581 

248,600 

Total  Liabilities 

68,345,303 

47,129 

68,392,432 

Net  Assets  Held  in  Trust  for  Pension  BeneHts 

$3,519,815,132 

$1,167,544 

$  3,520,982,676 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Detail  of  Changes  in  Fiduciary  Net  Assets  (PERS-DBRP  and  PERS-DBEd) 

for  the  Fiscal  Year  Ended  June  30,  2006 


PERS-DBRP 

PERS-DBEd 

TOTAL 

Additions 

1 

r 

Contributions 

Employer 

$        63,089,060 

S     356.354 

$       63.445.414 

Plan  Member 

66,002,308 

66.002.308 

Membership  Fees 

83 

83 

Interest  Reserve  Buyback 

143,047 

143.047 

Retirement  Incentive  Program 

123,784 

123,784 

Miscellaneous  Revenue 

25,003,468 

137 

25.003.605 

State  Contributions 

442,994 

442.994 

Total  Contributions 

154,804,744 

356,491 

155,161.235 

Investment  Income 

Net  Appreciation  (Depreciation) 

in  Fair  Value  of  Investments 

185,484,598 

185,484.598 

Interest 

98,875.075 

46,199 

98,921,274 

Dividends 

14,161,359 

14,161.359 

Investment  Expense 

(5,008.119) 

(5,008,119) 

Net  Investment  Income 

293,512,913 

46.199 

293,559,112 

Securities  Lending  Income 

Securities  Lending  Income 

5,129,851 

805 

5,130,656 

Securities  Lending  Rebate  and  Fees 

(5,010,361) 

(802) 

(5,011,163) 

Net  Securities  Lending  Income 

119.490 

3 

119.493 

Total  Net  Investment  Income 

293,632.403 

46,202 

293.678,605 

Total  Additions 

448.437.147 

402.693 

448,839,840 

Deductions 

Benefits 

153,885,649 

153,885.649 

Refunds/Distributions 

12,753,802 

12,753,802 

Refunds  to  Other  Plans 

568,003 

568.003 

Transfers  to  DCRP 

1,064,447 

1,064,447 

Transfers  to  ORP 

183,135 

183,135 

Administrative  Expenses 

2.661.191 

225.213 

2,886,404 

Total  Deductions 

171,116,227 

225.213 

171,341,440 

Net  Increase  (Decrease) 

277,320,920 

177.480 

277.498.400 

Net  Assets  Held  in  Trust  for  Pension  Benefits 

Beginning  of  Year 

3,242,428,809 

990.064 

3,243.418,873 

Prior  Period  Adjusment 

65.403 

65,403 

End  of  Year 

$  3,519,815.132 

$  1,167.544 

$  3.520,982,676 
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Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Detail  of  Fiduciary  Net  Assets  (PERS-DCRP,  PERS-DCEd  and  PERS-DC  Disability) 

as  of  June  30,  2006 

PERS-DC 
PERS-DCRP  PERS-DCEd  DISABILITY 


'^TOTAt* 


Assets 

Cash  and  Short-term  Investments 
Securities  Lending  Collateral 
Receivables 

Due  from  Other  Funds 


507,485 
5,876 


91,431 


65,227 
1,064 

364 


451,619 
7,389 


2.440 


Liabilities 

Securities  Lending  Collateral  Liability 

Accounts  Payable 

Due  to  Other  Funds 

Due  to  Primary  Government 

Due  to  Component  Unit 

Advances  from  Primary  Government 


5,876 

7,435 

2,364 

21,308 

24,248 

1,360,195 


1,064 

362 

8,388 


7.389 


Public  Employees'  Retirement  Board 

A  Component  Unit  of  the  State  of  Montana 

Detail  of  Changes  In  Fiduciary  Net  Assets  (PERS-DCRP,  PERS-DCEd  and  PERS-DC  Disability) 

for  the  Fiscal  Year  Ended  June  30,  2006 


1,024,331 
14,329 

94.235 


ro(a/  Receivables 

91,431 

364 

2,440 

94.235 

Investments,  at  fair  value 

Defined  Contributions  Fixed  Investments 
Defined  Contributions  Variable  Investments 

1.832.487 
29.101.644 

1,832,487 
29,101,644 

Total  Investments 

30.934,131 

30,934,131 

Intangible  Assets,  at  cost. 

net  of  Amortization  Expense 

2,215 

2,215 

Total  Assets 

31,541,138 

66,655 

461,448 

32,069,241 

14,329 
7,797 
10,752 
21,308 
24,248 
1,360,195 


Compensated  Absences 

9.311 

1.033 

m- 

10,344 

Total  Liabilities 

1.430.737 

10.847 

7.389 

1,448,973 

Net  Assets  Held  in  Trust  for  Pertsion  Benefits 

$ 

30,110,401 

$ 

55,808 

$_ 

454,059 

$ 

30,620,268 

PERS-DCRP 


PERS-DCEd 


PERS-DC 
DISABILITY 


TOTAL 


Additions 

Contributions 

Employer 
Plan  Member 
Miscellaneous  Revenue 
Forfeiture  of  Nonvested  Member 


2.143,543 

3,699,360 

223,324 

263.685 


25,930 


$        149,694 


2,319,167 

3,699,360 

223,324 

263,685 


Total  Contributions 

6.329.912 

25.930 

149.694 

6,505,536 

Investment  Income 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 

991.131 
1.088.646 

2.341 

15,607 

991,131 
1,106,594 

Net  Investment  Income 

2.079.777 

2.341 

15,607 

2,097,725 

Securities  Lending  Income 

Securities  Lending  Income 
Securities  Lending  Rebate  and  Fees 

190 
(189) 

41 
(41) 

272 

(271) 

503 
(501) 

Net  Securities  Lendinq  Income 

1 

0 

1 

2 

Total  Net  Investment  Income 

2.079.778 

2.341 

15,608 

2,097,727 

Total  Additions 

8.409.690 

28.271 

165,302 

8,603,263 

Deductions 

Refunds/Distributions 
Administrative  Expenses 
Miscellaneous  Expenses 

1.570.066 
213.706 
295,105 

13.464 

1,570,066 
227,170 
295,105 

Total  Deductions 

2.078,877 

13.464 

- 

2,092,341 

Net  Increase  (Decrease) 
Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 

6.330.813 
23,779.588 

14.807 
41,001 

165,302 
288,757 

6,510,922 
24,109,346 

Prior  Period  Adjustment 

- 

End  of  Year 

$        30,110,401 

$             55,808 

$        454,059 

$       30,620,268 
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Board  Response 
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PUBLIC  EMPLOYEE  RETIREMENT  ADMINISTRATION 


BRIAN  SCHWEITZER 
GOVERNOR 


■L 


STATE  OF  MONTANA' 


HELENA  (406)  444-3154 
TOLL  FREE  (877)  275-7372 
FAX  (406)444-5428 


mpera.mt.gov 


nEK)% 


P"^r 


ICON.  PARK,  SUITE  200 

PO  BOX  200131 

HELENA,  MT  59620-0131 


RECEIVED 

DEC  0  4  2006 
LEGISLATIVE  AUDIT  DIV. 


November  30,  2006 


Scott  A.  Seacat,  Legislative  Au(iitor 
Legislative  Audit  Division 
Room  160,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 

Dear  Mr.  Seacat, 


We  appreciate  the  opportunity  to  respon(d  to  the  recommendations  in  the  Financial- 
Compliance  Audit  of  the  Public  Employees'  Retirement  Board  (PERB)  for  two  fiscal 
years  ended  June  30,  2006. 

Recommendation  #1 

We  recommend  legislation  be  enacted  for  funding  changes  to  ensure  the  PERS- 
DBRP,  SRS,  and  the  GWPORS  are  funded  on  an  actuarially  sound  basis,  as 
required  by  the  Montana  Constitution  and  state  law. 

Response 

We  concur.  Public  retirement  systems  are  required  by  the  Montana  Constitution,  State 
statute  and  the  PERB's  Benefit  and  Funding  Policy  to  be  actuarially  sound.  If  retirement 
systems  are  determined  not  to  be  actuarially  sound,  action  is  required  by  the  legislature  to 
attain  the  actuarial  soundness  of  all  public  retirement  systems.  Other  impacts  of  the 
systems  not  being  actuarially  sound  include:  non-compliance  with  the  Governmental 
Accounting  Standards  Board  and  possible  adverse  effects  on  the  State  of  Montana's  bond 
rating. 

According  to  the  PERB's  Actuarial  Valuations  as  of  June  30,  2004,  June  30,  2005  and 
June  30,  2006  the  PERS-DBRP,  SRS  and  GWPORS  are  actuanally  unsound,  hi  response 
to  the  June  30,  2004  Valuations,  the  PERB  submitted  House  Bill  148  to  the  2005 
legislative  session  and  tried  to  submit  a  bill  to  the  2005  special  session  based  on  data 
from  the  June  30,  2005  Valuations.  Both  attempts  were  unsuccessful.  Based  on  the  June 
30,  2006  Actuarial  Valuations,  the  PERB  has  once  again  submitted  legislation  that 
addresses  this  recommendation  for  the  2007  legislative  session. 

The  PERB's  proposed  legislation,  LC285,  received  approval  from  the  State 
Administration  and  Veterans'  Affairs  Interim  Committee  (SAVA).  SAVA  is  an  interim 
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committee  that  on  April  27,  2005,  was  assigned  to  perform  a  legislative  study  on  how 
public  employee  retirement  funds  are  invested  and  hov/  investment  performance, 
retirement  plan  benefits,  and  legislative  policy  decisions  interact  to  affect  the  actuarial 
soundness  of  the  public  employee  retirement  plans  and  employer's  fiinding  obligations. 
We  believe  the  legislature  is  becoming  more  aware  of  the  critical  need  to  ensure  that  the 
systems  are  actuarially  funded  and  are  confident  they  will  respond  accordingly. 

Recommendation  #2 

PERB  has  unreconciled  balances  identified  between  the  external  investment  reports 

and    balances    recorded    on    SABHRS    for    the    defined    contribution    plans    it 

administers. 

Response 

We  concur.  MPERA  has  plans  in  place  to  balance  to  the  vendors  and  has  made  great 
strides  in  our  reconciliation  process  since  the  2004  audit  recommendation.  The  plan  is 
being  worked  one  step  at  a  time.  The  reconciliations  to  the  variable  funds  are  complete. 

Remaining  in  our  work  plan  is  balancing  the  fixed  funds  to  the  vendors.  Turnover  in 
personnel  for  the  DC  accountant  position  has  resulted  in  slower  progress  than  anticipated. 
The  vendors  each  provide  unique  services  and  their  relations  to  MPERA  and  each  other 
are  complicated.  It  takes  time  to  learn  and  comprehend  the  relationships,  the  vendors' 
different  reporting  systems  (all  industry-accepted)  and  the  respective  information 
provided.  The  State's  liability  to  plan  members  participating  in  the  fixed  funds  is 
guaranteed  -  there  is  no  risk  to  participants  concerning  the  security  of  their  fixed  account 
balances.  Currently,  MPERA  staff  is  working  to  balance  to  the  remaining  vendors  and  we 
anticipate  a  timely  resolution  to  this  issue. 

We  appreciate  the  professionalism  demonstrated  by  the  audit  staff  Thank  you  for  your 
assistance. 

Sincerely, 

Rojf  anne  M.  Minnehan 
Executive  Director 
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